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OcToBER 12 (legislative day, OcroprrR 1), 1951.—Ordered to be printed 





Mr. O’Conor, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


PREFACE 


A matter of grave and constant concern to the United States is the 
extent to which materials of critical or strategic nature flow from the 
west to those countries behind the Communist iron curtain which 
seek the eventual destruction of the western way of life. The Senate 
gave expression to this concern by the passage of Senate Resolution 
365 on December 21, 1950, and Senate Resolution 56 on February 1, 
1951, authorizing— 

a full, complete, and continuing study and investigation of the administration, 


execution, and enforcement by Government departments and agencies of the 
export policies and control regulations of the United States 


including but not limited to— 


a continuing surveillance of the effectiveness of measures and efforts instituted 
by Government agencies to prevent the shipment or transshipment of exported 
materials to countries unfriendly to the United States, or lack of such measures 
and efforts, 


The committee was— 
also directed to ascertain to what extent, if any, American carriers have been and 
are utilized in such transportation, 

The various aspects of the United States export controls as seen 
from within the United States indicate that these controls are almost 
completely effective within the area covered and, since early 1951, 
have been sufficiently extensive both as to geographic area and char- 
acter of goods covered. The administration of these controls within 
the United States, although sometimes subject to the valid criticism 
of too much delay, has as a whole been commendable. The overseas 
operation of the United States Government in securing compliance 
with its export controls is good, although the staff assigned to these 
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duties has in many instances been inadequate in numbers and fre- 
quently without sufficient training or information on which to do the 
job which they as individuals might be capable of doing. This 
situation is known to the respective agencies of the United States 
Government and efforts to correct the deficiencies are under way. 

It is the firm conviction of the subcommittee, however, that any 
appraisal of the over-all effectiveness of controls on the export of 
strategic and critical materials from the United States to the Com- 
munist areas would be incomplete unless seen in relation to concurrent 
activities of this nature carried on in Western Europe, the Far East, 
and elsewhere by United States agencies and by other governme nts. 
It is on these areas that the attention of the subcommittee has been 
primarily focused. 


UNITED STATES EXPORT CONTROL 


As the subcommittee approached this problem, it had as background 
the hearings held by the Interstate and Foreign Commerce Committee 
Subcommittee on Merchant Marine and Maritime Matters in Octo- 
ber and November of 1950. These hearings were initiated when it 
was brought to the attention of the committee that certain American- 
flag ships were being used to carry materials of strategic significance 
to the Communist Chinese. Some of this material, notably petroleum 
products, originated in the United States and was transshipped 
through Japan to China. In addition the hearings disclosed that 
very substantial quantities of electrolytic copper which originated in 
Japan were shipped around the world through New York to Tientsin, 
China, in order to avoid the regulations governing shipments directly 
from Japan to China. 

Full details as to these transactions and as to certain shipments of 
silicon steel sheets and molybdenum from the United States and from 
Europe to China will be found in the printed hearings of the prede- 
cessor subcommittee (Investigation of Shipments to Communist 
China), which include photo copies of manifests, bills of lading, and 
correspondence relating to these transactions. 

United States and Japanese export regulations designed to prevent the 
recurrance of these transactions were thoroughly reviewed inthe hear- 
ings, and the Secretary of Commerce subseque ntly issued Regulations 
T-1, on December 8, 1950, and T-2, on December 16, “I 950, to 
prevent the use of American ships in such trade. Authority to 
administer these orders was delegated to the Maritime Administra- 
tion on April 2, 1951. American- flag ship operators have adhered to 
the terms of these regulations admirably. There has been only one 
known violation and that apparently was inadvertent since it occurred 
on the day of issuance. 

These hearings indicated that there was a substantial field of trade 
between the Western World and Communist-dominated areas which 
gravely jeopardized western security. Accordingly, Senate Resolu- 
tion 365 was introduced and was passed by the Senate on December 
21, 1950, authorizing a study and investigation of this situation. This 
activity was continued by Senate Resolution 56 which was passed on 
February 1, 1951. 

During the months of December 1950 and January and February 
1951, an effort was made to obtain the facts relating to this trade from 
sources within the United States. This information indicated, for 
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example, that there had been substantial quantities of antibiotic 
drugs and other items of United States origin going to the Communist 
Chinese, but in almost every instance the information obtained in this 
country was at best meager, and frequently founded on hearsay or 
newspaper reports. It soon became apparent that there was only 
one way to obtain a factual and balanced picture and that was by 
direct, competent, on-the-spot observation and investigation. 


WESTERN GERMANY 


A very substantial amount of indirect information indicated that 
Western Germany was a source and channel for the shipment of 
goods of strategic significance to the Soviet bloc. Because this 
information pointed so decisively to Western Germany as an area of 
significant illegal activity in east-west trade, the subcommittee sent an 
investigator, accompanied by an official of the Department of State, 
to study this situation. Since the agency of the United States 
Government in Germany, the Office of the United States High Com- 
missioner for Germany (HICOG), has direct authority and respon- 
sibility to carry out United States export controls and policies when- 
ever possible and had direct control and authority in Western Ger- 
many, it was necessary to explore fully the discharge of this respon- 
sibility. The investigator’s report, upon his return late in April 1951, 
emphatically confirmed the rumors and newspaper reports. The 
report. of that particular phase of the investigation is appended hereto 
as appendix A. A large part of the material contained in that report 
was also presented by the staff re present ative to the subcommittee 
in open hearings on May 16, 1951. The information developed in the 
investigation was immediately made available to the several interested 
agencies of the United States Government in order that prompt 
corrective steps might be taken. It is interesting to note, as brought 
out in the hearings on May 16, that the Western German situation 
as found by the subcommittee representative was substantially the 
same as found by another congressional investigator, Mr. Robert 
N. Golding, who made an investigation trip 2 years earlier. His 
report appears in full in the Congressional Record for June 14,1950 
(p. 8695, vol. 96). 

On June 14, 1951, the United States High Commissioner for Ger- 
many, Mr. John J. McC loy, was called to testify before the subcom- 
mittee. His testimony, together with that of the subcommittee staff 
representative and the testimony of various other persons, is being 
printed under the title, “Export Controls and Policies.” The effec- 
tiveness of the report and hes arings can probably best be seen by refer- 
ence to the Department of State ‘letter addressed to the subcommittee 
under date of September 7, 1951, outlining in detail the corrective 
action taken by HICOG subsequent to the investigation reported, 
This letter (copy of which is appendix B hereto) when read in con- 
junction with the report of investigation indicates that an investi- 
gation of this nature was necessary and long overdue. 

It is gratifying to note that this letter reveals that corrective ac- 
tions by. HICGOG and the Western German Federal Government have 
followed point by point most of the deficiencies reported by the sub- 
committee investigator. The extremely serious deficiencies described 
in the report created new awareness on the part of almost all agencies 
concerned with Western German problems. While many of these 
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deficiencies were already known to HICOG and the executive agencies, 
the activity of the subcommittee spurred interest and more prompt 
action in correcting many glaring and obvious conditions inimical to 
our and West German security. Much remains to be done, and many 
of the steps taken up to the present are obviously only interim meas- 
ures which must be followed with far-reaching and fundamental 
changes in the West German export picture. Many of these changes 
can be brought about by direct United States action. The bulk of 
the effort, however, calls for persuasive leadership by our representa- 
tives on the spot in Germany. 

It cannot pass without mention that Mr. McCloy, when he appeared 
before the subcommittee on June 14, 1951, some weeks after the report 
material was made available to the Department of State, presented 
a rather discouraging report of many of the points which were of 
particular interest to the subcommittee. Although the country over 
which he served as United States High Commissioner had been allow- 
ing vast quantities of critical and strategic materials to go behind the 
iron curtain each year, Mr. McCloy conceded that he had not had par- 
ticularly close contact with this extremely important aspect of his 
office. (See sinsell hearings.) However, the Department of State 
letter, appendix B, is based on a report sent to the State Department 
by Mr. McCloy on August 17, 1951, and it seems reasonable to 
infer therefrom that the High Commissioner has now accorded this 
subject a position of importance and priority which it has long 
deserved. 

THE FAR EAST 


Another area of grievous concern in the flow of critical and strategic 
materials to the Communists has been the Far East, particularly 
Hong Kong, Macao, and the surrounding waters. There was a 
veritable flood of reports that this area was an outstanding funnel of 
goods to the Chinese Communists. Accordingly, the subcommittee 
sent its representative to Hong Kong, Macao, the Philippines, For- 
mosa, Japan, and Korea in June and July 1951. The report of what 
he found on that trip is appended to this report as appendix C. His 
report speaks in detail of the nature of goods going to the Red Chinese 
and North Koreans, the methods and devices used to procure and 
transport them, and the nature and effectiveness of trade controls in 
that area. 

Again the subcommittee adhered to its policy of bringing relevant 
information and material promptly to the attention of the appropriate 
agencies of the United States Government. In fact, such information 
and material went to those agencies while it was being assembled and 
analyzed by the subcommittee staff and even before it was incor- 
porated ina report. For this reason, corrective actions have in many 
instances been taken prior to the publication of the subcommittee’s 
report on the subject. For such prompt action, the responsible 
agencies are to be commended highly. 


SHIPS TRADING WITH CHINA 


Even while the subcommittee was studying the far eastern situa- 
tion on the spot, substantial information became available from other 
sources indicating that ships of various foreign registry, particularly 
Panamanian, were being used to carry goods vital to the Red Chinese 
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and North Korean war machines to Chinese ports. In most instances 
these goods originated in United Nations areas. The late Admiral 
Sherman, in testimony before the Senate Armed Services Committee, 
indicated that the Navy knew of approximately 235 ships which 
were believed to be engaged in this trade during a brief period early 
in 1951. 

Prompt review of this subject confirmed these reports and the sub- 
committee soon assembled a list of names of about 100 ships, almost 
two-thirds Panamanian and most of the remainder British, which 
were carrying goods to the Chinese Reds. Manifests of these ships 
were obtained in some instances and representative ones have been 
included in the far eastern report, appendix C. Representatives of 
certain foreign governments have questioned the strategic character 
of a part of these cargoes but it is a known fact that the Red Chinese 
do not allow the import of things not vital to their war effort and it 
was most distressing to learn that the United Nations flags were 
flying over ships engaged in this nefarious trade. 

As a result of the disclosure of the facts of this situation by the 
subcommittee, the Panamanian diplomatic representative in Wash- 
ington called on the subcommittee chairman and staff members in 
July 1951, outlining the steps which the Panamanian Government 
was taking immediately to prevent the use of Panamanian-flag ships 
in supporting the Chinese and North Korean war machines. That 
interim action was followed by Panamanian Governmental Decree 
No. 631 of August 18, 1951, an English translation of which, together 
with covering letter and material relating to the interim action con- 
stitute appendix D hereto. The Panamanian Government is to be 
commended for its prompt and courageous action in discharge of its 
responsibilities as a member of the United Nations. 

Throughout the entire investigation there has grown an awareness 
of the danger of nullification of export controls with Communist 
China which can result from a lack of controls over shipping. It 
should be noted that shipping controls are a logical supplement, but 
not a substitute for, licensing controls over the physical movements 
of goods. In the absence of a complete embargo, ships can continue 
to engage in legitimate trade. It was possible, however, to obtain 
passage of an arms embargo resolution by the United Nation’s General 
Assembly. In replying to the Additional Measures Committee of the 
United Nations on measures taken in accordance with that resolution, 
several countries specifically mentioned shipping controls: 

The Republic of China stated that it has imposed a ban on the move- 
ment of ships and the shipment of commodities of any kind to Com- 
munist China and North Korea; 

Honduras stated that it prohibits all vessels flying the Honduran 
flag from ports controlled by Communist China; 

The Netherlands stated that no regular Netherlands shipping lines 
are calling at Communist Chinese ports and that tramping requires a 
license which specifies the destination; 

Norway replied that the Government has taken steps to prevent 
Norwegian ships from transporting embargoed goods to Chinese 
Communist and North Korean ports; and 
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The United States, in its reply, outlined the regulations prohibiting 
the transport of any cargo in United States ships to Communist China 
and North Korea. 

Costa Rica is currently giving consideration to the adoption of con- 
trols over vessels sailing under its flag in order to prevent their engag- 
ing in undesirable trade. 

The Government of Liberia has also decided to institute controls 
over vessels flying its flag. The exact nature of the control is not 
known at the present time but there is little doubt but that calls at 
Chinese Communist ports will be prohibited. 

The Government of Panama has taken the sweeping action already 
described. 

It is understood that the Government of Greece is considering 
legislation to comply with the intent of the resolution with regard to 
shipping. 

The Federal Government of Germany, following the disclosure of 
the Mai Rickmer case, has indicated that such activity was contrary 
to German interests, and appears presently disposed to exe reise control 
over future shipping in line with the intent of the United Nations 

resolution. 

The sale of ships to the Communist bloc has been reviewed by the 
subcommittee, and the loophole discovered in the generally agreed 
restriction on such sales has been the practice of time-charter. By 
this method, not only do the Soviet-bloc countries avail themselves 
of shipping facilities, but paradoxically the cargoes carried for them in 
time-chartered vessels are accorded the protection of the flag of the 
country of registry. ‘Time charter, therefore, is tantamount to out- 
right sale, and has a completely unsupportable aspect of the use by 
potential enemies of Western ships and protection. 


ILLEGAL EAST-WEST TRADE 


Even as agreement on the lists of items to be strictly controlled or 
embargoed outright to the Communist bloc becomes more far-reaching, 
the efforts to obtain these goods become redoubled. Devices utilized 
to evade export controls are too numerous to mention in this report. 
As each loophole in export controls may be successfully blocked, others 
are speedily and often successfully resorted to. In the United States 
itself, over 200 firms and individuals have been found guilty of 
evasion of these controls in spite of highly efficient procedures, 
extensive investigation, prompt prosecution, and an aroused public 
opinion condemning such transactions. 

The record of many other countries reflects the lack of these 
advantages, and even further, indicates the tremendous obstacles to 
effective control. In several, the problem of physical controls, 
extensive borders, and many routes of transport are handicaps. In 
other areas the stress of economic pressures, and historic attitudes, 
coupled with the enormous profits to be derived from illegal sale of 
strategic materials pose the major problem. Some countries have 
within their economies Communist-dominated and backed organizations 
whose purpose is to procure and ship these materials to the east. 
Communist infiltration of many levels of the economic and political 
life assists such efforts. 
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Free ports, a major channel of evasion of export controls, still operate 
without substantial restrictions. Measures to impede the perversion 
of these areas of traditional free trade are becoming more inclusive, 
but still fall short of adequate. The emphasis remains upon the con- 
trol of the country of source to insure against redirection or diversion 
of strategic goods in international transit. 

No precise or supportable estimate can be made of the volume of 
illegal trade in items which are undisputably strategic. There are 
clear indications, however, that the volume is sufficiently great to be 
termed a grave danger to our security. This is particularly apparent 
when the items are appraised qualitatively. Technical know-how, 
engineering skill, and vast development efforts become a part of such 
shipments when certain equipment is shipped and become prototypes 
for production. 

A significant byproduct of redoubled efforts to quash illegal trade 
would be the general economic advantage to be derived from enhanced 
control over foreign exchange receipts, assistance to defense allocation 
efforts, and a reduction of price differentials which now reflect the 
pressure of eastern procurement efforts. Significant, too, would be the 
reduction in the flight of capital which has, in recent years, drained 
European economies of vital resources and increased their need for 
economic assistance from the United States. 

In efforts to halt illegal east-west trade in strategic materials, there 
is a large and fruitful field for cooperative action to surpass present 
achievements. The exchange of intelligence; information on suspect 
individual and shipments, ruses and devises resorted to by illegal 
traders; information on items particularly sought; sources and chan- 
nels of financing; and many other subjects should be promoted and 
organized more fully than at present. This is just as much a collective 
defense measure as joint military forces, integration of economic 
defense programs, and the enormous intere hange of technical knowe 
how and assistance being carried out under other programs. 


COORDINATION OF EXPORT CONTROLS AND POLICIES 


The investigations, hearings, and extensive interviews with the 
various agencies and individuals have emphasized the need for more 
extensive coordination on the part of the western nations in the field 
of export controls and policies necessary to protect our mutual security 
interest. Efforts to insure the security of the west have brought about 
truly remarkable programs of coordination in almost all fields affecting 
production, armament, and utilization of resources for the protection 
of the western community of nations against aggression. The North 
Atlantic Treaty Organization, the Supreme Headquarters Allied 
Powers Europe, the Schuman plan, the European Payments Union, 
the Organization of European Economic Cooperation, and the Inter- 
national Raw Materials Conferences, to name but a few of the truly 
remarkable international organizations which are now operating to 
bring about coordinated international defense measures, have cut 
across the lines of national sovereignty and have been recognized as 
indispensable prerequisites to effective pooling of all resources and 
coordination of policies in the interests of our common endeavor. 
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To some measure this has been accomplished in the field of export 
controls and policies. For several years, the representatives of the 
principal countries of the North Atlantic community and United 
States officials have maintained regular contact through a committee 
on security export controls located at Paris. The details of its 
activities have been kept secret, but official information recently re- 
leased indicates that substantial agreement has been achieved on an 
embargo of all items agreed to be “of primary strategic significance,” 
and that there is need to restrict exports of goods of “secondary 
strategic significance.”’ The differences between the United States 
list of goods and the international list are deemed by the National 
Security Council to be ‘‘very small, and reflect differences of judgment 
as to the strategic importance of certain goods.”’ (NSC Determina- 
tion No, 18, September 21, 1951.) The activity of this committee has 
resulted in fairly substantial agreement and has brought about many 
common measures which have had an observable effect on cast-west 
trade in strategic materials. In respect of achieving optimum results 
however, it is evident that further efforts on this basis are hampered, 
by excessive delay, undue secrecy, and by lack of effective pursuit of 
common measures which will bring about the desired result of fully co- 
ordinated procedures and maximum security. Denying experts to the 
east, both to impede the war potential of the Eastern bloc and to pre- 
serve materials for use in the west as defense efforts may require, is & 
fundamental action which can and should be undertaken as publicly 
as possible and with a full exchange of views and information. The 
vast area of difference which exists between the export controls and 
policies of given countries and areas remains a fruitful field for co- 
operative endeavor in arriving at uniform minimum standards of per- 
formance and providing for maximum recognition of the political, 
economic, and geographic problems faced by certain areas. 

There would appear to be little justification today for the United 
States to be called upon to expend money, time, and effort in investi- 
gating in great detail the ultimate use of materials exported from the 
United States to countries which are pledged to fight side by side with 
us against aggression. Indeed, these countries are being supplied in 
great measure from the United States with that aid, financial, eco- 
nomic, and military, which will allow them effectively to resist such 
aggression. However, as has been demonstrated time and again, the 
necessity for such investigation does exist. This subcommittee has 
been called upon at various times to point out that, in view of the 
particular circumstances in many areas with regard to export controls, 
efforts by our representatives abroad have been insufficient to safe- 
guard our security interests. Although the subcommittee has pressed 
for more adequate and extensive United States export control opera- 
tions abroad, it deplores the necessity for such operations in respect of 
our allies and other friendly nations and would much prefer, as indeed 
our allies would, that such be not needed. They would not be 
necessary if the export controls and policies adopted by these areas 
were substantially inclusive and effective. Since this is manifestly 
not the case, continual active and thorough investigations must be 
carried on in the hope that we may at some future time feel secure to 
dispense with this aspect of our controls. 

There are several steps which must be taken immediately to bring 
this about and the Congress of the United States has already pointed 
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the way in legislation, approved by both Houses—H. R. 4550, the 
so-called Battle bill. That bill contains provisions for joint and several 
cooperation with other countries in controlling the export of commodi- 
ties to aggressor nations, present or potential; for coordination of 
activities of the various United States departments and agencies 
which are concerned with security controls of exports from other 
countries; for a continuing study of the administration of export control 
measures undertaken by foreign governments; and for making 
available technical advice and assistance on export control procedures 
to any nation desiring such cooperation. Here is the basis, the means, 
and a clear statement of intent that there shall be cooperation with, 
and advice and assistance rendered to, those countries desiring and 
needing more effective export control measures than those presently 
existing. Adequate export control is particularly important as a 
corollar y of economic and military undertakings for our mutual security. 
Optimum export control in the west indiree sty contributes as much in 
many respects to our defense efforts as does the addition of military 
forces and matériel. 

One of the complexities of this situation is the fact that this policy 
is seemingly inconsistent with the avowed objective of the United 
States of the establishment of smooth-working, multilateral inter- 
national trade. The United States since World War II has led the 
very significant and worth-while movement against discriminatory 
trade controls in the world as a positive measure to bring about the 
economic recovery of the west. At the same time, in the interests 
of security, the United States has assumed a leading role in imposing 
discriminatory export controls. From a theoretical viewpoint, export 
controls are just as objectionable as import controls in that they 
equally divert trade from channels which they would flow normally 
under the influence of supply and demand. Upon examination, 
however, this seeming inconsistency has one all-important point of 
departure from what ‘could be branded a dise riminatory and restric- 
tive policy. ‘This lies in the fact that the adoption of export controls 
by the United States is not couched primarily in terms of national 
interest, but the program of export controls has been pressed by the 
United States as a significant part of the total western defense pro- 
gram. Export controls in this sense must go beyond the field of 
discrimination against potential aggressors and should embrace the 
entire field of controlling the resources of the west in order that each 
country, including the United States, can make a maximum contribu- 
tion to the mutual security of the west. There is increasing danger 
that our allies and western-trade partners will misinterpret the intent 
and function of export controls and consider that the United States 
has actually undertaken that very trade-restrictive program for 
which the United States has severely criticized the European economy. 
Distinction between export controls predominately for national inter- 
ests as opposed to those instituted to promote western defense objec- 
tives must be continually stressed. 


FUNDAMENTALS OF THE EXPORT CONTROL PROBLEM 


Export controls and policies cannot be studied without a fairly 
complete evaluation of the economic, psychological, and_ political 
factors dominating any given country, nor can they be made effective 
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or improved without establishment of a reasonable economic basis, 
public support, political motive, and highly developed international 
cooperation. Export policies must not only follow the moral impera- 
tives of the east-west struggle but must also be established as an 
inseparable corollary to other mutual defense efforts. These in turn 
should contribute to the feasibility of undertaking steps which, how- 
ever necessary, distort normal trade channels and cause hardship. 

Continued unilateral insistence by the United States upon export 
control policies and measures has undoubtedly reached a point of 
diminishing returns. Most of the opposition of other countries to 
specific policies and measures is not based upon objections in principle. 
Rather, these objections usually stem from internal political problems, 
such as organized Communist troublemaking, special economic-interest 
groups which possess organized political power, and critical economic 
problems. The latter might be classed generally under (a) depend- 
ency on eastern markets as a trade outlet for goods which are not 
generally marketable in the west or (6) dependency on the east as 
a source of key raw materials and some manufactured goods. Not 
to be neglected are the very real problems faced in terms of payment 
difficulties, the dollar gap, and price differentials. In addition there 
are the various psychological factors affecting trade with the east 
as exemplified in the case of Eastern and Western Germany. Public 
opinion or the degree of public interest in or resistance to certain 
policies is an important factor. 

In pressing for changes in export policies of various countries, the 
foregoing factors have been instrumental in causing several countries 
either to oppose, to pay lip service to, or to override United States 
efforts to bring about changes that are necessary or desirable. It 
would appear obvious that a major emphasis at this time should be 
placed upon positive efforts to remove or reduce in importance many 
of the underlying reasons for policies or operations which allow an 
undesirable flow of materials strategic to the Communist bloc from 
the free nations. 

These positive measures would certainly encompass the following 
steps: 

L An aggressive effort to provide, seek out, or otherwise make 
available alternate markets and alternate sources of supply for those 
goods for which western nations are dependent on the east and for 
which their bargaining power consists largely in shipping items of 
admitted strategic significance. This thought is not new by any 
means. It is not at present a conscious policy carried out by an 
executive agency with the assigned responsibility of bringing about 
or influencing developments which would accomplish this objective. 
This step is ultimately necessary and desirable in a larger sense because 
in the event of open conflict or further disruption in east-west relation- 
ships, alternate sources and markets must be provided. Without 
adequate groundwork for such provision, the cost of emergency 
measures to accomplish the same objective would be immeasurably 
greater, particularly in terms of diversion of resources, time, and 
energy when efforts should and must be bent toward a war effort. 
During the last war this need was met through lend-lease and other 
emergency measures which were extremely conily to the United States. 

2. Adequate means must be established for a continuing evaluation, 
demonstration, and implementation of the policy of increasing to the 
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maximum degree the differential of strength between the Soviet 
bloc and the west, to the advantage of the west. This calls for a 
single-minded effort to establish a quid pro quo in present east-west 
trade relationships. 

This can best be achieved when thereisrecognition that the Western 
World is faced with a Communist trade bloc seeking to take full 
advantage of uncoordinated trade policies, disparities in needs and 
strength of the divergent economies of the western countries; a bloc 
which seeks to exploit to the utmost the honest differences which 
arise in any democratic association of free nations. 

Almost more important is the need for a thorough, painstaking, 
and completely informed evaluation of the balance of value in com- 
modity exchanges, as well as a tangible demonstration that such do 
accrue fundamentally to the advantage of the west. Much of the 
confusion, misinterpretation, and recrimination about trade relation- 
ships of western countries with the eastern bloc can be avoided if 
these facts are developed and presented to the Congress and the 
public. 

3. Positive efforts to mobilize the support of public opinion and 
establish a proper psychological setting for controls must be brought 
about by constructive public information and publicity programs. 
Outright denunciation of countries, governments, or individuals is 
particularly harmful and unprofitable when not only an honest differ- 
ence in opinion exists with respect to certain trade situations, but 
even more so when political, financial, economic, and psychological 
grounds exist to any responsible degree. 

It becomes evident from the foregoing that efforts to influence 
and promote western export controls and policies that we consider 
essential to western security interests cut across the functions of 
almost every agency involved in our foreign military and economic 
aid programs as well as United States Government relations with 
almost all international organizations having connection with our 
far-flung defense interests. It is apparent that further progress to- 
ward adequate export controls and policies will rely more and more 
on coordination of activities and agency functions designed to accom- 
plish purposes other than trade-control procedures alone. This anal- 
ysis leads to one basic-conclusion: That there should be a single agency 
or individual responsible for and with sufficient authority to coordi- 
nate, influence, evaluate, and establish policy for all activities which 
can bring about the conditions and machinery necessary for fulfillment 
of export control objectives. It is manifest from both the material 
set forth here and the intent of Congress as expressed in the Battle 
bill that responsibility for this should be placed at the highest level 
possible and should carry with it the obligation of strict accountability 
for actions taken and results achieved. By this means this vexing 
problem can not only be resolved but other concurrent defense ac- 
tivities will be protected from the currently inadequate results achieved 
in this field. 

The subcommittee is firmly convinced, from all the evidence ad- 
duced, that Russia and her satellites have received from western 
sources significant quantities of materials vital to their war potential. 
While the general strategic balance of trade seems to favor the west, 
when illegal trade is also considered the differential in advantage does 
not assume the proportion which adequately insures western security 
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interests. It has been the purpose of the subcommittee to study 
United States export controls and policies in key areas of the 
world and to provide information and material to assist agencies of the 
United States and other governments in closing loopholes and other- 
wise hampering trade which strengthens the east at the expense of the 
west. The subcommittee has sought particularly to present a factual 
picture of existing conditions which heretofore have not been revealed 
to the public to any sufficient degree. This noisome business, as so 
frequently is true of evil things, cannot abide the penetrating light of 
day—it must keep to the cover of darkness or die. Much of the in- 
formation in this report has been disclosed previously and as a result, 
many channels through which the Soviet bloc once bled the west of 
vital goods are now closed. Closing these channels is not enough, 
however, since, as each is closed an alternate is soon developed. It is 
a perpetual contest which can best be carried on through agency 
administration. 

This study has been accomplished with a very limited staff and 
budget; much more could and should be accomplished with a small 
permanent staff unit on an appropriate executive level. 


CONCLUSIONS AND RECOMMENDATIONS 


Manifestly, it has not been possible for the subcommittee to cover 
all aspects of east-west trade nor is that within the proper scope of 
this inquiry. Attention has been focused on those facets which have 
a direct bearing on the ultimate effectiveness of the export control 
and policy activities of agencies of the United States Government, 
both in the United States and overseas. Smuggling, loopholes, lack 
of controls, and violations and evasions of controls of the United 
States and other governments all come within this scope. 

Precise findings on such a complex subject are difficult and fre- 
quently impossible to make. Valid judgments, however, can be 
based on the information included in the appended reports. For 
example: 

1. United States export controls are effective, and since early 1951, 
sufficiently extensive. 

2. American-flag ships have not been engaged in trade with Red 
China or North Korea since December 1950. 

3. Export controls and control activities of other countries vary 
from excellent to negligible, with almost none of those studied ade- 
quately serving western security interests; variations and degree of 
adequacy depend largely, in most instances, on economic, geographic, 
and to a lesser degree, political factors not confronting the United 
States. 

4. There should be more intensive study and evaluation of the 
export controls and policies of other governments and the reasons 
therefor. This study should be continuing and should embrace not 
only the formal controls but also their effectiveness in operation and 
the extent and manner of their violation or evasion. The rendering 
of technical aid and assistance from the United States to other friendly 
countries as provided for in present legislation should be actively 
promoted. 

5. Up to the time of investigation by this subcommittee, Western 
Germany, an area in which the United States Government has had 
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authority and responsibility, was a veritable open channel for the flow 
of goods of strategic significance to the east. Efforts to correct this 
situation have apparently been substantial but have not yet been in 
effect long enough to provide a basis for reasonable evaluation. 

6. Public opinion in other western countries, in most instances 
an effective means of influencing the limitation or termination of 
strategic trade with the aggressor nations, has not been mobilized to 
bring about this objective. The American public also has not been 
adequately informed of the facts of the problem. 

‘Trade with the countries behind the iron curtain is presently 
necessary for the general welfare of certain of the western nations but 
efforts must be made to provide alternative sources of supply and 
alternative markets for such nations. More comprehensive measures 
must be effected to assure a differential in trade whieh favors the 
western nations. 

8. No single measure or series of measures will long deter the 
aggressors from finding other channels of supply to replace those 
closed, but universal v igilance and concerted action in closing channels 
as they are developed" will assure western trade security. At this 
juncture, the United States needs a single high-level organization to 
initiate, plan, and supervise the administration of our international 
program for regulating the flow of exports to the countries threatening 
western security. 

9. Present legislation provides adequately for the carrying out of 
programs heretofore outlined. No new export control legislation 
appears necessary at the present time, but continual scrutiny of poli- 
cies, measures, and results in this important field by the Congress is 
desirable. 
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EXPORT OF STRATEGIC MATERIALS FROM WEST- 
ERN GERMANY TO COMMUNIST COUNTRIES 





Part I 


SCOPE OF THE INVESTIGATION 


An extensive inspection of Western Germany by a subcommittee 
staff representative, accompanied by an official from the Department 
of State, was completed on April 25, 1951. Officials of the Depart- 
ment of State, the Office of the High Commissioner for Germany 
(including ECA), the United States Army, and the West German 
Government and private individuals were interviewed. The files of 
the subcommittee contain reports and exhibits giving in considerable 
detail the substance of what was said to or directly observed by the 
staff representative in more than 80 interviews and inspections, 
together with further information gathered in the United States by 
the staff. 

This report contains representative material from the subcommittee 
files selected to present a well-balanced and informative picture of 
trade conditions between Western Germany and the Communist- 
controlled areas which are or may become inimical to the security 
of the United States and other non-Communist nations. 

It should be emphasized that every assistance possible has been 

iven the staff by the several interested agencies of the United States 

overnment in this country and in Germany in the course of this 
investigation. Access to classified information has been granted 
wherever necessary or appropriate. 


SUMMARY AND CONCLUSIONS 


Export control policies have been formulated and followed with little 
if any effort being made to obtain adequate information upon which to 
base them. The subcommittee found no single office or person, Ger- 
man or Allied, having reasonably full or accurate information concern- 
ing the extent, nature, and channels of illegal trade between West 
Germany and the East, nor any appreciable efforts to gather such 
information. 

The present West German licensing system is wholly inadequate 
to assure proper control over exports of strategic and restricted goods. 
Authority over international and interzonal licensing is decentralized 
and this is the chief of many weak features of the system. Centrali- 
zation in the hands of a disinterested, responsible authority is a 
necessary first step in correcting this situation, which has been 
allowed to exist since licensing administration was turned over to 
the German Government by the Allied Powers over a year ago. 
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Adequate German and High Commission laws and regulations 
relating to the enforcement of export controls do exist, but there have 
been practically no effective prosecutions, administrative sanctions, 
or other enforcement activities on the part of the West German 
Government or the Allied Governments, including the Office of the 
United States High Commissioner for Germany. 

Border controls, both international and interzonal, are directed 
largely toward the interception of those items on which taxes, customs, 
and other charges have not been paid. Illegal exports of critical 
materials are given but scant attention. Although the Western Ger- 
man customs force is one of the largest in Western Europe, it has not 
been fully utilized or trained to carry out this important security 
function. 

It must be realized that many, perhaps most, of the United States 
officials now responsible in this field inherited the results of their 
predecessors’ omissions and neglect. The attitude displayed to the 
subcommittee by present officials of the several agencies is one of 
cooperation and willingness to seek out and correct deficiencies. This 
attitude has been a major factor in the progress of the current 
investigation. 

Many of the difficulties in the West German export control picture 
reflect the failure in the past of Western European countries to adopt 
workable export controls and policies substantially similar to those 
of the United States. The most glaring international loophole— 
transit trade—has been but little affected by any concerted action of 
the Western Powers and continues to be a means of compromise of 
western security of great and unappreciated proportions. 

There have been no affirmative efforts on the part of either Allied 
or West German authorities to present export policies clearly to the 
German people or to marshal German public opinion in support 
of those policies, although it is elementary that such support is a 
major factor in the success of any restrictive measures. 





Part II 
EXPORT CONTROL POLICY 


The policy apparently being followed by the western nations in 
Western Germany in respect to export controls is a balance of political, 
economic, and security considerations. They are attempting to accel- 
erate the integration of the Federal Republic (Western Germany) in 
the community of free nations and to foster a responsible sovereign 
German Government which can discharge its responsibilities effi- 
ciently, pursuant to democratic principles. It is apparently considered 
that reduction and relinquishment of various reserved powers under 
the Occupation Statute are necessary to accomplish the task of bring- 
ing about the emergence of a free and responsible Western German 
Government. On this there is general agreement. The issue which 
recurs throughout the problem is that of timing—of determining when 
the newly created West German Government is able, as well as ready 
and willing, to undertake responsibilities which heretofore. have been 
retained by the Allies. 

Because of the overriding security aspects of export control, a 
decision to turn over all such functions and responsibilities should be 
made only after grave and comprehensive consideration. In certain 
respects, much more of the responsibility for this function has already 
been turned over to the West German Government than was con- 
templated in the initial stage of relinquishment which occurred on 
May 10, 1950. Most tripartite bodies, for instance, have retained 
only the responsibility of observing and reporting on how this activity 
is carried out. 

The record of HICOG in this function is varied. On the one hand, 
the United States Military Police Customs Unit on the international 
border constitutes a measure of observation, reporting, and actual 
interception. HICOG officials also have been active on the tripartite 
bodies which review applications for licenses to export restricted 
materials. On the other hand, there is very little direct observation 
of German enforcement activities. Some officials who are called upon 
to recommend measures and policies with regard to customs activities 
have never been to a customs check point to inspect operations, have 
never been to a customs training school to observe instruction or the 
curriculum. The United States interzonal border itself has only been 
inspected once by a United States group from the Tripartite Customs 
and Frontier Inspectorate, and only one HICOG official has ever toured 
the complete interzonal border. Reports by this latter official based 
on his personal observations were contradicted by other officials who 
accepted the assurances of German customs authorities that controls 
were adequate and vigorously enforced. This opinion was upheld 
by higher United States officials and repeated to responsible Wash- 
ington agencies. 

British supervision of export controls on the interzonal frontier has 
never been as extensive as that of the Customs Unit. At the time of 
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the visit by the staff representative, the British frontier group had 
been reduced from four to two officials. 

No organized or comprehensive surveys have ever been made to 
arrive at a balanced judgment as to the extent, channels, and char- 
acter of illegal trade, especially in strategic items. This lack, together 
with the haphazard character of current German export-control 
activities, gives cause to question whether the Office of the United 
States High Commissioner should be permitted to surrender greater 
authority and responsibility in this field to the West German Gov- 
ernment until conditions are substantially improved. Although 
political and economic aspects have been considered, it is evident 
that there has been no proper evaluation as yet of the security impli- 
cations of such a step. Since present licensing, border enforcement, 
and prosecution activities as carried out by the Germans are not 
adequate, it must be determined how serious a security element is 
involved. If illegal exports are of the magnitude suggested by United 
States officials (and figures above $100 million per year are contin- 
uously put forward), it would appear to be unwise to relinquish to the 
West Germans the direct powers which might be used to decrease this 
trade. In this connection, it must be pointed out that $100 million 
is approximately the amount by which United States annual trade 
with the Union of Soviet Socialist Republics and the eastern bloc has 
been reduced since 1947. 

In other words, the very obvious political wisdom of increasing 
the sovereign powers of the West Germans appears more than out- 
balanced in the export control picture for the present, at least, by 
the security aspects. This presupposes also that in retaining export- 
control powers, the western allies would more energetically work with 
the West Germans to decrease the outflow of strategic, critical, or 
uncompensated regular trade goods which are moving through illegal 
means. ‘The results up to now are wholly inadequate. 


WEST GERMAN EXPORT POLICY 


Export policy of the West German Government as a whole has two 
distinct aspects. One is the official policy as seen in laws and regula- 
tions relating to exports, and the other is the underlying policy which 
may be deduced from observations of the export controls in operation. 

The official policy is one of limitation on the flow of critical goods to 
the Communist-dominated countries and involves the application of 
United States lists of restricted materials in the issuance of export 
licenses. A review of statements of German and some United States 
officials would lead to the conclusion that this policy actually is effec- 
tively implemented. In fact, statements have been made by high 
United States officials in Germany to various departments and agencies 
in Washington to this effect. 

The underlying situation, however, appears to be one of virtual lip 
service to the official policy, while permitting countless evasions and 
violations which swell the volume of trade in restricted items with the 
Soviet zone of Germany and with Russia and its satellites. 

Based on actual observations in Western Germany by the Senate 
subcommittee staff representative it appears that this latter is the 
actual situation, despite protestations to the contrary. 
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Many West German businessmen and Government officials have 
complained bitterly that the requirement that German licensing be 
on the basis of United States lists of restricted materials is discrimina- 
tory against them since other Western European countries are not 
applying such stringent controls to their trade with the east. They 
cry on the one hand that export controls can be effective only if they 
are allowed to apply controls equal with other Western European 
countries (in effect, controls equal to those which the least coopera- 
tive countries apply at present), while proclaiming on the other hand 
that their present controls are effective in operation. These conten- 
tions are patently inconsistent. 

In considering the export-control problem, many West Germans are 
inclined to look upon the eastern zone of Germany quite differently 
than they look upon other countries. They feel that it is perfectly 
proper to ship anything to the other half of Ge ‘rmany, and are delib- 
erately blind to the fact that critical goods shipped to Eastern Ger- 
many inevitably gravitate to Russia and its satellites to swell their 
war potential. 

Despite all this, the attitude of most West German individuals seems 
to be one of opposition to the illegal trade with the east, and this has 
only very recently found potent expression in a comprehensive report, 
entitled “Interzonal Trade,” issued by Bundesrat Deputy Herbert 
Wehner, legislative leader of the Social Democratic Party. Transla- 
tions of that report are in the files of the subcommittee and of inter- 
ested United States agencies. 

The basic resistance of the West German population to trade in 
war potential items with the east has not been accorded full recogni- 
tion by the German Government. Federal authorities have only 
recently made public declarations of some phases of German export 
policy. Many crusading newspapers have attempted to explain 
the necessity for effective export controls while reflecting general 
doubt as to what policy actually is being pursued by the Govern- 
ment. Disregard of this very real public sentiment has added to 
confusion and has made export control problems much more difficult 
than if there had been timely marshaling of public opinion in Western 
Germany by any segment of either German or Allied leadership. 
There have been very few attempts on the part of Allied agencies to 
indicate that export controls are in the common interest of the west- 
ern countries including the West German Republic and people. 
There is convincing evidence that had such a public information 
policy been vigorously promoted, both on the part of the Federal 
Government and Allied agencies, public opinion would have con- 
tributed significantly to the effectiveness of export control measures, 


WEST GERMAN LICENSING SYSTEM 


Export to other countries 

Under the present German licensing system, application must be 
made for a license for the export of any goods. The Bundes Anzeiger, 
which is in effect the German “ Positive List’’ of goods, the export of 
which is prohibited or controlled, consists of armaments and muni- 
tions, atomic conn? items, commodities which are on the United 
States Positive List (controlled or prohibited exports), and other 
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items which for reasons of short supply or otherwise the German 
economy has need to control. This list was published on May 10, 
1950, when administration of export licensing was turned over to the 
Federal German Republic. 

An exporter requests a license from the branch of the Bank Deutsche 
Laender (German State Bank) which is most convenient to his place 
of business. Licensing officials in the bank, on the basis of directives 
issued to them, either issue an export license forthwith or, if the item 
is listed in the Bundes Anzeiger, forward the application to one of the 
five commodity offices of the Zentrale Genehmigungsstelle (Central 
Licensing Agency). Upon review by the Central Licensing Agency, 
with some additional review by the Allied Export Control Board of 
the High Commission, a certificate of approval (Lieferungsgenehmi- 
gung) is issued if export is to be permitted. Upon receipt of this 
certificate of approval by the bank, a license is issued for the export 
of the article. 

The initial statement as to whether or not goods fall within the cate- 
gories listed in the Bundes Anzeiger is made by the exporter in his 
application, and this is then reviewed by the clerk or bank official 
empowered to issue licenses. One grave weakness of this system, 
known both to the German and Allied officials, is that of the perhaps 
2,000 bank officials called upon to make such decisions, few, if any, 
have the technical knowledge necessary to make an accurate determi- 
nation of the true character of the goods from the description in the 
application. Few also have intimate knowledge of the nature of 
machinery and other materials produced by firms in the vicinity, so 
that such a decision at best must be based on the veracity of the 
exporter. 

Another obvious limitation of this procedure is the nature of the 
relationship between applicant and licensing official, which is neither 
disinterested nor objective. In almost all cases the licensing bank 
has a direct financial interest in the export. Not only does the bank 
earn various fees in connection with issuing the export license, but in 
many cases it is financing the transaction or has an interest in the 
firm in question, usually either a client or regular customer for which 
other services are rendered. In addition, by their very nature the 
foreign exchange banks are charged with assisting in the promotion, 
underwriting, and furtherance of export transactions. Thus these 
banks are neither impartial nor responsible instruments for the admin- 
istration of export controls. Opportunities for local political and 
economic pressure, bribery, and the excuse of “‘honest error’’ are self- 
evident. Banks have not only issued licenses beyond their authority, 
but some officials go so far as to advise applicants how they can avoid 
the necessity of involving the Central Licensing Agency by fraudulent 
designation of goods, by splitting of shipments, or by alternate routes. 
In spite of the fact that many cases have been reported of improper 
licensing by banks of goods which should properly have been licensed, 
if at all, by the Central Licensing Agency, there is no record of any 
action having been taken against bank officials or exporters, who in 
almost every case claim an “honest error’ with “no intent to evade” 
export controls. 


Forgeries of licenses 
Allied observers have cited numerous instances where export 
licenses were forged. This has taken various forms, such as adding 
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items to those already listed or increasing quantities, and is reportedly 
a fairly prevalent practice with respect to interzonal shipments. The 
staff representative saw many interzonal export documents which did 
not have the appropriate sections of the export control document 
ruled or crossed out (as is required), and it would be a simple matter 
to add items before shipment is made. Since there is practically no 
physical comparison of original and returned documents in the central 
reporting and collection agencies, these cases are not often detected. 
Many officials observed that since the goods were not checked against 
the documents to any effective degree, it would generally be unneces- 
sary to resort to such forgeries. “Safe sty paper, such as used by the 
United States Office of International Trade, is not used for German 
export control documents because, it is claimed, of the prohibitive 
cost. 

Fraudulent shipments 


Many of the cases observed by the M. P. Customs Unit have 
revealed that incorrect description of goods on applications and 
export control documents is a common practice. Allied licensing 
officials consider this means a major loophole in evading license 
disapprovals. Reliance on the present sort of German inland or 
border customs inspections to detect such fraud is futile, particularly 
since the seriousness of this means of evasion has not been clearly 
and consistently pointed out to German customs officials. 

Multiple shipments on the same license 

Little evidence of this type of violation was observed by the staff 
representative, but the possibility was pointed out by United States 
licensing officials, who expressed conviction that it did occur fre- 
quently. 

Split shipments 


In some types of materials, component parts or incomplete as- 
semblies can be licensed for export, whereas export of the complete 
installation is prohibited. The course of evasion is obvious: Split 
the parts into a number of shipments and let the purchaser assemble 
them. 

A most flagrant case of split shipments was that of one West 
German firm which applied for and received individual licenses for 89 
separate parts or incomplete assemblies for a boiler-producing plant 
for the east zone of Germany. This case was detected by an alert 
United States official only after most of the shipments had been made. 

There is practically no limit to the extent to which this means of 
export evasion can be employed, either for export licenses or inter- 
zonal permits, under the present system of decentralized licensing. 

United States and tripartite export control groups and West German 
officials have been aware of these problems to a degree, at least, for 
quite some time. However, up to the present time no substantial 
steps have been taken to revise the system to overcome these obvious 
shortcomings, and only recently have serious discussions of a revision 
begun. 

According to estimates by Allied and German officials, revision of 
the present system, even if undertaken promptly, could not be effective 
in less than 2 or 3 months. The current procedure has been operative 
since May 10, 1950, so that for a period of about a year strategic 
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exports have been subject to control which in its very essence, and as 
demonstrated by ample evidence, cannot assure adequate security. 
This system is particularly dangerous when coupled with customs 
supervision interested, as it is, almost solely in imports. 

There is no doubt that a great deal of knowledge has been accumu- 
lated both by the banks and by exporters as to those goods on the 
German list for which the Central Licensing Agency will not issue 
licenses or certificates of approval for shipment to the Communist 
areas. Thus,'firms intending to export regardless of security impli- 
cations know well when and how to resort to loopholes in the export 
control picture to accomplish these exports. These violations of law 
or regulation can be detected only by vigorous enforcement. There 
is no such enforcement at this time. 


ACTIVITY OF LICENSING AGENCIES IN GERMANY 


Volume of license issuance 


A grand total of 2,046 applications for export of restricted items 
were received by licensing agencies during the period, January 1, 
to May 9, 1950. These included exports of restricted items to some 
other western countries as well as all applications for shipment to the 
eastern bloc. Of these, 1,662, for a value of $23,206,000, were ap- 
proved; and 384, for a total of $10,911,000, were disapproved. 

Included in the foregoing were 1,432 applications for export of items 
on the restricted lists to the eastern-bloc countries which were received 
by the Allied High Commission which handled all such licensing at that 
time. Of these, a total of 1,080, for an amount of $16,266,000, were 
approved; 352 applications, for a total of $10,849,000, were dis- 
approved. 

In contrast, for an equal period immediately following May 10, 
1950, there were a total of 5,994 applications for licenses for shipments 
to eastern countries and to some western countries where trans- 
shipment appeared likely, of which 5,700, for a total of $41,500,000, 
were approved, and 294 for approximately $8,289,000 were disap- 
proved. Of the above, a total of 1,973 export applications for eastern 
bloc countries for items on the restricted list were received by the 
Central German Licensing Agency, with a total value of approximately 
$28,870,000. Of these, 1,731 applications totaling $20,997,000 were 
approved, and 242 for an amount of $7,873,000 were disapproved. 

As can be seen from these figures, immediately after the relaxation 
of the Allied controls on May 10, 1950, exports of strategic materials 
began mounting at an alarming rate. Approvals by the Allied High 
Commission for April and May were at a $600,000 monthly rate. 
Under German control, July and August approvals increased to a 
$6,000,000 monthly rate. Furthermore, in the first 21 days after the 
export control authority was handed over to the German authorities, 
more ball bearings and rubber compounds were licensed for shipment 
to Eastern Europe than in the entire previous 5 months when the 
control was in Allied hands. 

According to the figures of the German Government, the shipment 
of ball bearings and roller bearings to five satellite countries during 
June 1950 increased tenfold over the May exports from Western Ger- 
many. June shipments were valued at $101,000 as compared with 
$9,000 in May 1950. The bulk of the June shipments went to Hun- 
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gary, which received $94,000 worth of West German ball bearings and 
roller bearings. According to official reports, Hungary had not re- 
ceived any shipments of ball bearings at all during the previous 
12 months. 

The same situation prevailed as regards rubber compounds. Dur- 
ing May 1950, Bulgaria had received no rubber compounds at all. 
However, during June, Bulgaria received $61,000 worth of rubber 
compounds, and again, according to official German statistics, the 
total West German rubber compound shipments to five eastern Euro- 
yean satellite countries in June 1950 was double the May figure. 
For carbon black alone, the total shipments to Bulgaria and Rumania 
from West Germany during the month of May was exactly $1,000 
worth. Immediately after turning over controls to the Germans, 
export of carbon black to Bulgaria and Rumania jumped to $38,000 
for the month of June. 

Other critical items involved in the trade at this time were barium, 
lead, sodium, and nickel compounds. Total shipments of these goods 
during May was $52,000 worth. In June, shipments of these goods 
totaled $127,000. The same pattern prevails as regards the shipment 
of crude iron, pig iron, and some finished iron goods. In May 1950, 
shipments of these goods amounted to $430,000, and in June the 
shipments increased to $664,000. Available information indicates 
that shipments of iron products to. Czechoslovakia trebled in June 
1950 as compared to May, while those to Rumania doubled, Hungary 
showed an even greater increase, since June shipments of steel pipes 
to Hungary were five times the May level. Electrical equipment 
exports to the same countries increase <1 seven times, 

After the Allied High Commission became alarmed at the above 
increases and made various representations to the West German 
authorities, the annual rate of approvals of restricted materials 
dropped to $9,000,000 in November 1950, and to $5,000,000 in De- 
cember 1950. The reason the German authorities reportedly gave 
for their rate of approvals was that there was a “backlog’’ of orders 
completed, and they “were trying to catch up.” 

End-use checks with other western countries. 

Attempts to control the movement of strategic goods to other 
Western European countries have consistently been made by the 
Allied High Commission for Germany. From June 1950 through 
March 1951, a total of 536 checks were made through diplomatic and 
consular representatives in other participating and nonparticipating 
western countries. On the basis of these checks alone, which are 
extremely rudimentary in nature and are not based upon very detailed 
investigation by these representatives, a total of 61 were disapproved 
on the basis of information obtained that these were not bona fide 
shipments or were so suspect that, in view of the strategic nature of the 
shipments, advice was given that such shipment not take place. 

It must be pointed out that these recommendations were with 
respect to shipment of goods to friendly countries and countries 
participating in western defense efforts. It is obvious also that 
information upon which such recommendations were made had been 
obtained from diplomatic and consular officers who had at their 
command information accumulated over a period of many years’ 
representation in those countries. It is not known what end-use 
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checks by German authorities may be contemplated. However, since 
permission for establishment of German diplomatic representation 
abroad is only very recent, it is presumed that it will be quite some 
time before complete responsibility for such checks will be turned over 
to German authorities. 

Listing of strategic items 

A major inadequacy in the export-control system which is becoming 
more of a problem every day for Allied licensing officials is the strict- 
ness of definition of items on the various lists. Few items are described 
by general category; most items are limited to certain sizes, grades, and 
capacities. Thus, as the lists become more well known to manu- 
facturers and shippers, and indeed, persons purchasing for the Eastern 
bloc, means of evasion of the letter of the restriction are more numerous 
and more fully utilized by those attempting to evade controls. Thus, 
applicants for licenses are increasingly describing their goods as having 
different characteristics which they know are not specifically listed. 
Or, they export items of lesser capacity, or less complete functioning, 
or lesser grades are being produced and shipped in large quantities. 
German licensing officials have already insisted on exports of given 
items “because they are not specifically prohibited.” This means 
that, whereas a 20-ton-capacity crane may be banned, any number of 
15-18-ton cranes must be approved; whereas a fully automatic lathe of 
certain characteristics and uses may be prohibited, essentially similar 
lathes of other nomenclature which can do the same work are allowed 
to be exported. A perusal of the records of the MP Customs Unit 
indicates that items of the following nature, intercepted by the unit, 
were subsequently cleared for export: $10,000 sliding crane, variable 
pitch airplane propeller complete with pitch-changing mechanism, 
high-speed roller bearings, tin, raw lead, cadmium, tool-making 
machinery, collodium cotton and wool, trinitrotoluene, seamless steel 
tubing, mercury, valves and piping for high-pressure boiler systems, 
and other similar items. 

The above examples are merely a few of the many items released 
after stoppage for investigation of export to the eastern bloc. Cer- 
tainly, arguments as to what is strategic and what is not can be 
interminable, but it would not require an expert to judge that many 
of the above items can and do contribute to the war potential of the 
eastern bloc. 

The truly serious implications of the above analysis are twofold: 
controls at the license stage are limited to only those items which 
fall clearly and precisely in the restricted category, and enforcement 
at points of exit is rendered highly complicated and less effective. 


NATURE OF EXPORTS APPROVED TO EASTERN DESTINATIONS 


Although complete detailed information is not available on the 
total items which have passed the various border check points super- 
vised by Allied authorities in Germany, typical examples are listed 
below of shipments for the month of January 1951 moving under 
license from Western Germany to eastern destinations of those items 
which appeared to be of a restricted nature. These shipments, it 
must be pointed out, were uncovered by American soldiers not specifi- 
cally trained for the job, whose area of operation then extended to only 
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one-eighth of the German border. Most of the items were allowed 
to proceed on the basis of prima facie valid documentation: 

Value 
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In the previous month, the same check points had cleared a similar 
group of items and had stopped and returned to consignor a vulcan- 
izing press which weighed 116,880 kilograms and was loaded on seven 
rail cars. ‘This press appeared at the check point with an export 
permit from a German bank. Although it was returned to the con- 
signor as incorrectly documented, it is very possible that the same 
press went out as a whole or in its component parts, through another 
point of exit from Germany. In addition, parts for a smelting plant, 
valued at $78,205, were shipped and cleared during this pe riod. 

While many of the foregoing items may not be of the highest 
strategic character, few, if any, would be licensed for export from the 
United States to destinations behind the iron curtain. Many of these 
items were proceeding on bank licenses only, but the remainder 
licensed under authority of the Central Licensing Agency appeared to 
be under some sort of quantitative control only. 

Extrapolating from the information in the files of the subcommittee, 
it appears that goods of this sort—admittedly critical, or at least 
arguably so—are proceeding from Western Germany to the Com- 
munist areas at a rate of at least 50 to 60 million dollars a year under 
legal license. 

It should be emphasized that these shipments were legal on their 
face. In view of the known and suspected volume of illegal trade, it 
is reasonable to presume that the illegal shipments of goods of similar 
character is at least equal to, and probably far exceeds, the volume of 
these legal shipments. 

There is no present agreement as to what is a safely exportable 
quantity of such goods, nor has any understanding been reached as 
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to what material of importance should be received in return. For 
this flow of goods, there is no assurance of return of strategic materials. 
There is, in fact, no accurate measurement of what is being received 
in return, nor whether the items received really have equivalent 
economic or strategic significance. On the contrary, the whole course 
of trade seems to be one of critical goods—machinery, important 
raw materials, and the like—going eastward to Russia and her satel- 
lites (frequently through Eastern Germany), while payment in all 
too many instances is being made in foodstuffs and shoddy textiles 
taken by their Russian masters from the already insufficient stores of 
the Eastern Germans. 

Although end-use checks have not disclosed how much ECA ma- 
terial is involved in this movement, goods which are going are in 
many cases similar to those supplied by ECA. In the light of present 
United States policy with regard to strategic exports to the east, this 
condition must be recognized and corrected. 


LAWS AND REGULATIONS GOVERNING VIOLATIONS OF EXPORT CONTROLS 


Violations of the West German customs regulations are subject to 
punishment under the relevant penal provisions of the German Reichs- 
abgabenordnung. ‘This provides for imprisonment up to 5 years, 
or fines as the courts may determine. In addition, any violation of 
the provisions relating to importation, exportation, and transit of 
goods is subject to punishment under penal provisions of Law No. 53 
of the military government in conjunction with Laws Nos. 22, 24, and 
33 of the Allied High Commission. These laws provide for imprison- 
ment up to 5 years, or fines up to DM25,000, or both. 

These laws are among the most stringent in all of Western Europe, 
and are possible of direct enforcement. 


WEST GERMAN ENFORCEMENT ACTIVITIES 


A major criterion of the effectiveness of a control procedure is the 
degree to which regulations are enforced. Available records concern- 
ing detection and. prosecution of illegal east-west trade activities 
indicate that— 

Forty-six thousand six hundred and fifteen illegal exports and 
imports were detected by West German authorities during the calen- 
dar year 1950. Of these, 5,085 cases involved goods traveling from 
West Germany to Eastern Germany while 39,842 cases were from 

east to west; 131 cases were detected on the Czechoslovakian border, 
of which 16 were west-east and 115 east-west; 1,557 cases were 
detected on the Austrian border, of which 217 were west-east and 
1,340 east-west. 

Twenty-eight thousand nine hundred and ten of these cases were 
referred to the courts for prosecution by the Zollfandungsdienst 
(Customs Investigation Service). Of these, 27,351 were interzonal 
cases—3,895 west-east and 23,456 east-west; on the Czech border, 
10 cases were west-east and 96 east-west; on the Austrian border, 
197 were west-east and 1,256 east-west. 

The above figures would seem to indicate that German detection 
and enforcement activities in 1950 were of an adequate magnitude. 
That such is not true, however, becomes clear when it is realized that 
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60 percent of the total cases involved postal consignments. This 
means that, of approximately 46,615 violations detec ted, over 27,960 
were cases involving minor, almost insignificant smuggling. These 
cases involved eoods to the total value of $4,0: 54,630. 

The major items detected in illegal trade are coffee, cigarettes, 
textiles, furs, glass and ceramics, musical instruments, typewriters, 
automobiles, children’s toys, Christmas-tree ornaments, and optical 
and photographic equipment. 

With regard to shipments of strategic or critical significance, the 
picture is very different and very black. According to official state- 
ments of the West German Government, the Federal authorities 
(except in western Berlin) so far have not detected even one case of 
attempted illegal exports of strategic material via those channels over 
which they have surveillance. 

This record is deplorable, and reflects not only on the effectiveness 
of West German efforts but, even more importantly, indicates the 
West German attitude toward such controls. It is completely incom- 
prehensible that, with a customs force of 15,182 officials, larger than 
that of any Western European country or the United States, not one 
case involving restricted material is discovered and brought to trial 
by the Bonn Republic agencies. 

There are countless reasons why this record stands as an indie “pa 
of the Government agencies. Chief among — are the followirg 

(a) There are many Communist -owned and operated concerns in 
Western Germany, set up expressly for the purpose of obtaining and 
shipping restricted and strategic materials to the Eastern bloc. 

(6) There is great pressure and historic disposition for many West 
German firms to continue dealing with East German and southeastern 
European firms and markets. 

(c) There is enormous profit to be gained by sales of strategic 
materials to the East. 

In the opinion of many West Germans, there are three major 
groups within West Germany who would be and are greatly susceptible 
to illegal trade with the East. According to the SPD white paper 
these are as follows: 

The first category comprises the so-called Nationalists, who consider interzonal 
trade as & means for reestablishing German unity and sovereignty. * * * To 
this group also belong the signers of the “Stockholm Peace Manifesto’’ or other 
lists, who by their signature wanted to insure themselves against the effects of 


future Communist conquests. 
*~ * *« * * * * 


The second category comprises all of those people whom the Soviets classify as 
timid and uneasy, i. @., people who fear to lose their possessions, their jobs, or 
their tranquillity, and who are therefore anxious to keep a back door open for 
themselves. For these reasons they permit the interzonal trade, particularly the 
illegal trade, give their signatures and subscribe considerable amounts for Com- 
munist funds. 

* * * * * * * 

The third group comprises those people whose quest for gains is so overpower- 
ing that they are willing to support even communism. These people participate 
in the interzonal trade, mostly of the illegal kind, because of the huge return it 
brings * * *,. The DWK, or the so-called government of the German Dem- 
ocratic Republic * * * continues to report that many West German enter- 
prises are endeavoring to obtain orders from the East or file applications for the 
conclusion of contracts for individual transactions. * * Certain centers 
have already been established where in the opinion of the Soviet zone a special 
susceptibility to the inducement of illegal interzonal trade exists. These centers 
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are located, among others, in the Ruhr district, in Hamburg, Hannover, Braun- 
schweig, Lueneburg, Luebeck, Nuremburg, northern Bavaria, and Munich. All 
these groups of gullible, ambitious, or greedy persons are covered by the Soviet 
propaganda which, according to the mentality of those to be duped, follows many 
varied ways and means. Political slogans alternate with threats and promises 
in order to influence these groups and to win them over for interzonal trade, 
especially the illegal trade. Propagandists do not even refrain from proclaiming 
the evasion of the laws of the Federal Government and of the Allies as a great 
national achievement. 

These facts alone would indicate that it is difficult to believe that 
the record of German enforcement agencies reflects the actual situa- 
tion. This can only lead to the conclusion that the will to enforce 
export controls is lacking in the West German Government. 

The few cases which have been developed by German authorities 
involving the movement of restricted or critical items have occurred 
in or through west Berlin. These cases have involved the following 
items and approximate quantities: steel, approximately 1 million DM, 
shipped through a firm in west Berlin to east Berlin from goods which 
originated in Diisseldorf. According to German records on this case, 
this trade had been carried on uninterruptedly throughout the last 
year. Eight hundred and fifty tons of lead, cathode copper, and tin 
were also shipped by the firm. Another case was detected of 90 tons 
of copper shipped through a firm in west Berlin to an east Berlin 
electrical apparatus factory; another case of steel flasks, approximate 
value: 200,000 DM; steel pipe, 300 tons, through a firm in west 
Berlin; machine parts, 30 tons; electrical steel sheet in shapes and 
forms; 24 tons of strip iron; 6 tons of tool steel; 576,442 kilograms 
of cable, ball bearings, nails, iron profiles and steel sheets; and various 
miscellaneous shipments, including six cases involving goods which 
were considered in the critical category. 

At the present time there are pending in west Berlin courts major 
cases concerning shipments of goods to east Berlin through west 
Berlin which allegedly involve 150 firms and individuals. The first 
trial was scheduled for early May 1951. Allied and HICOG officials 
have pointed out, however, that information concerning these trans- 
actions was furnished west Berlin authorities many months before 
and the investigation twice dropped, only to be revived until it 
finally reached the present stage of prosecution by German law- 
enforcement agencies. Noteworthy in this case is the fact that 
shortly after the arrests and arraignment of several intermediary 
firms a delegation of major representatives of Ruhr firms and indus- 
trial associations descended on west Berlin authorities, and have 
been attempting to quash the entire proceedings and halt further 
investigations. 

Almost all of the other cases of prosecutions and detections of 
illegal transactions reviewed have involved movements of goods 
through postal channels or minor smuggling by individuals carrying 
goods on their persons or secreted in passenger vehicles, trains, and 
airplanes. 

The activities of German customs in detecting and bringing to 
prosecution offenders of the currency-control regulations and _ tariff 
and duty violators is of great significance to the German economy. 
Both from the standpoint of controlling illegal movement of taxable 
items, insuring that foreign exchange is paid to the banks, and appre- 
hension of persons engaged in illegal transactions, it is evident that 
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the major interest and direction of customs authorities has been in 
line of this traditional activity. In terms of cases detected, this does 
not indicate any real enforcement of prohibitions of movement of 
strategic materials. The halting of illegal imports does have some 
bearing on strategic trade, since smuggling is a source of financing 
for subsequent purchases of strategic materials from West Ge rmany. 
Inspections of customs points and the observed nature of checks on 
passengers and vehicles clearly indicate that this is the primary and 
almost sole function of German customs authorities. While this is 
not to be deprecated, it is evident that the necessary activities of 
customs operations in respect of strategic or critical goods either have 
not been carried out or that insignificant traffic in such items is 
taking place. Almost all sources of information, however, overwhelm- 
ingly indicate that illegal trade in these items is of great volume and 
has either defied detection by customs officials or has not been thor- 
oughly or conscientiously investigated. On the basis of extensive 
interviews of customs officials, it was apparent that in directives and 
training, "suitihcnala has been placed upon the detection and appre- 
hension of tax evaders or smugglers of luxury and dutiable items. 
Official reports rendered by German authorities to the various 
tripartite Allied agencies have repeatedly stated that movement of 
restricted items to the east was of insignificant extent, and indeed one 
report with regard to western Berlin closes with the statement: 


If before the establishment of this increased control Berlin perhaps could be 
considered as a hole toward the east, this can now be considered as closed, 


TRADE WITH WEST BERLIN 
Physical controls 


In an attempt to control the movement of goods between Western 
Germany and west Berlin, and thence to the eastern zone, it was 
necessary to effect procedures that would (a) determine the extent 
of the goods traffic and its composition in order to guarantee that only 
goods which have express permission will be mov ed, (6) guarantee that 
goods dispatched to western Berlin will actually get there, (c) guaran- 
tee that goods from Berlin dispatched to the western zone will actually 
arrive there, and (d) that goods are not transhipped to the eastern 
zone, 

The Senat of Berlin, Economics Department, was given the au- 
thority for granting permits and for issuing regulations regarding the 
movement of goods subject to control into and out of western Berlin. 
In order to supervise this, permanent check points were established 
to supervise highway traffic, railroad freight traffic, inland navigation; 
and, in addition to these permanent check points, a motorized patrol 
service was established. This patrol service has a present strength 
of approximately 320 customs officials and an investigation and 
auditing service of about 36. Since there are said to be 113 means 
of entry into west Berlin, it is recognized by both German and Allied 
authorities that the physical control system is by no means foolproof. 
Actual observation of the functioning of the control points indicates 
that in general any shipments which possess “satisfactory” papers 
are allowed to move with little or no physical check as to identity 
of goods. For a period of over 1 hour, the staff representative, with 
per United States officials, observed ‘the main highway crossing at 
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Dreilinden, west Berlin. They saw more than 10 heavily laden 
trucks enter and leave west Berlin without any inspection whatso- 
ever of the goods on the trucks, whereas passenger cars were very 
carefully examined. On a visit to the rail yards in Berlin, it was found 
that a group of four customs inspectors were assigned for checking 
movements of goods, but this “‘check’’ did not involve any sufficient 
physical examination; as a matter of fact, the freight yards were 
under Soviet control and the customs officials allowed there only on 
sufferance of the Soviet authorities. 

At present, the postal checks by customs as carried out consist of 
a sampling of 25 percent of the parcels sent between west Berlin and 
the Federal Republic. According to German reports, in 5 percent 
of the checks illegal practices were ascertained. The patrol service 
which has been in operation for the past 6 months has made a weekly 
average of 120 arrests, of which 10 to 15 are allegedly violations on a 
large scale. Large-scale violations of this nature, however, have 
principally consisted of smuggling of hosiery, cigarettes, coffee, and 
glassware. 

Documentary controls 

The method by which items on the restricted lists are purchased 
and shipped to western Berlin is as follows: The west Berlin buyer 
applies to the Berlin Magistrat for issuance of a ““Bezugsgenehmigung”’ 
(Certificate of Approval) to enable him to purchase items listed in the 
Bundes Anzeiger. The west Berlin buyer then transmits the pur- 
chase certificate to the seller in Western Germany. The economic 
department of one of the 11 separate Laender ministries then issues 
a Warenbegleitschein (the interzonal trade permit) on submission by 
the seller of the buyer’s purchase certificate. A copy of each such 
Warenbegleitschein is forwarded to the central statistical office for 
record and statistical purposes. 

Exports from west Berlin to West Germany and the Soviet zone 
of Germany are also subject to the issuance of a Warenbegleitschein, 
which is issued by the Economics Department of the Berlin Senat. 

Shipments must also be accompanied by an Ansagezettel, listing 
the goods in the shipment. For a shipment sent to Berlin, this 
control document has a red border; and for a shipment from Berlin, 

blue border. This Ansagezettel must be surrendered at the point 
of exit of the Soviet zone, either at the check point in west Berlin 
or the interzonal border check point. Copies of these documents 
are sent from the point of entry to the Soviet zone to the point of 
exit from the Soviet zone and checked against one another within a 
period of 10 days in order to determine if the truck or barge ship- 
ments actually arrived at their destination. Allied authorities stated 
that they had referred to German authorities cases of 159 shipme nts 
which did not reach either west Berlin or Western Germany. ‘They 
had not received any report of investigations accomplished by West 
German authorities in the following 4 months. According to the 
records of the Finance Ministry, there had been only 60 consignments 
which did not arrive at their destination in west Berlin, and this 
represents, according to their records, only 4 percent of all consign- 
ments. Allied estimates, however, ‘would indicate that approxi- 
mately 10 percent do not arrive at their proper destination. 

More important than this, however, is the fact that according to 
observation by the staff representative and by United States officials, 
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the checks of goods against documents are of such an incomplete and 
cursory nature that even if the trucks do arrive at the correct desti- 
nations, there is no assurance that cargoes may not have been off- 
loaded in the Soviet zone and empty trucks sent through to the 
destination, or that they may have been reloaded with other materials 
and brought into west Berlin or West Ge Tmany with incorrect docu- 
mentation. According to many reports received, such actually 
happens and many United States and Allied officials have stated that 
they are quite convinced that this is fairly common practice. In 
spite of this conviction, however, there has been no or ganized attempt 
by United States or Allied officials to spot-check for a significant 
period to determine if this is actually true. 

A further procedure designed to safeguard against the illegal move- 
ment of goods is the end-use check which is carried out by German 
authorities in west Berlin on a spot-check basis. However, no 
special emphasis is placed in these spot checks to determine disposition 
of restricted goods arriving in west Berlin. Nor is there any sub- 
stantial check as to what subsequently happens to the goods. 


Trade with the Soviet zone 


It must be noted that strategic export controls were not applied to 
interzonal trade prior to May 10, 1950. All permits for interzonal 
movements of goods issued before Ms ay 10, 1950, have been valid up 
to December 31, 1950, when a moratorium on such permits was 
effected. Therefore, for a period of 7% months any goods were 
allowed to pass freely to the Soviet zone under the so-called Frankfurt 
trade agreement, upon presentation of documentation which was not 
based upon security criteria. These permits were screened only by 
the 11 Laender ministries and only on the m asis of ‘‘general categories” 
listed in this agreement. As of December 4, 1950, there were approxi- 
mately 30,000 Warenbegleitscheine catering which bad not been 
screened for security implications. 


INTERZONAL FRONTIER EXPORT CONTROLS 


A thorough inspection of the major and several minor representative 
interzonal check points was made. The following observations and 
examples serve to give a picture of interzonal inspections and controls. 

In general, the crossing points are numerically well manned; 
deficiencies in facilities such as housing, storage, unloading ramps, and 
cranes are in process of correction, and construction is nearing ¢ omple- 
tion. The customs officials are of caliber generally coinciding with 
their pay status, rank, and assignment to posts of relative sit ince 
or unimportance in terms of volume of traffic. Due allowance must 
also be made for the fact that the interzonal customs eee 
were built from practically nothing prior to the Berlin blockade up to 
a force of approximately 6,500 officials by the present date. There 
can be no question that o progress has been achieved in manning 
the interzonal border in the period since the blockade. The above 
facts undoubtedly have some bearing on the efficacy of customs con- 
trols at the frontiers. 

From the viewpoint of export control operations, however, a differ- 
ent situation exists. From interviews with customs officials, perusal 
of their reference documentation, and examination of their records, it 
is apparent that they are largely concerned with the traditional task 
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of customs; i. e., inspection from the viewpoint of detecting violations 
of import tariffs and duties. Scant attention is paid to exports of 
items of strategic importance. Indeed, almost none of the customs 
officials interviewed had been instructed on the reason, importance, or 
nature of control covering so-called strategic materials. Interzonal 
export checks, almost without exception, consist of examination of the 
documentation. Very often this consists merely of observation of the 
signature and stamp of the approving authority. In almost no 
instances are goods actually checked against the shipping documents. 
At several check points it was attested that approximately 1 cargo in 
100 received a spot check, and this was largely for purposes of de- 
termining whether smuggling was taking place. Spot-check inspec- 
tions on imports, however, were more extensive. Statistics on prose- 
cutions of violators bear out the above observations in that the ratio 
of detections of import and export violations is overwhelmingly on the 
side of imports. 

At the major check point in the British zone, Helmsted, trucks were 
passing through at such a fast rate that any but the most cursory 
inspection would have been impossible. These trucks were passing 
through at the rate of approximately one every 3 to 5 minutes as 
observed for about an hour before the arrival of the United States 
investigating party was disclosed, while during the period after 
the presence of this group became known it took the customs officials 
approximately 20 minutes to check one truckload of fish from Den- 
mark, and 15 minutes to check a shipment of glass bottles. Inde- 
pendent reports by other observers interviewed coincided with the 
observation that a special performance was held for the inspecting 
group. There were no Allied personnel present at the inspection 
of the cargoes, and the inspector stated that he was visited occasionally 
by the British frontier group but that they did not directly supervise 
activities. 

Most of the customs check points performed their recording opera- 
tions satisfactorily; i. e., log entries of trucks and cargoes, certifica- 
tion of passage placed on the documentation, collection, and transmittal 
of appropriate copies to statistical agencies. At some posts, person- 
nel were informed as to how to take samples of cargoes and refer them 
to testing stations for analysis. In one case, customs personnel 
actually had a group of samples of various chemicals for comparative 
purposes. Indicative, however, is the fact that they had, almost 
without exception, not taken samples or referred questions of identity 
of items which were out-bound, but almost entirely made such checks 
on import traffic. One border point, more conscientious than most, 
had referred a sample of so-called corroded mild steel sheets to a 
laboratory at Braunschweig, and had received information that the 
article was slightly rusted ball-bearing steel sheets. The inspector 
did not know if any follow-up action had been taken in the case by 
the Zollfandungsdienst. 

At another check point, the inspector in charge claimed that he 
had a “forbidden” list of exports, against which all out-bound ship- 
ments were checked. He claimed that none of the items on this list 
were allowed to be sent to the Soviet zone. Upon examination of the 
list, however, it was discovered to be the so-called Frankfurt Trade 
Agreement of 1949, listing only those items which were allowed to be 
transported between the two zones. At yet another point, personnel 
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in charge claimed that they were fully cognizant of the distinction to 
be made between bank licenses and CGS (Central Licensing Agency) 
approved licenses, and that they assiduously checked goods in passage 
against this list. However, such documents are not used for inter- 
zonal trade or trade with West Berlin, and this post had not processed 
transit traffic. 

Serious question arises as to whether or not the customs enforcement 
facilities are now able to carry out an enforcement operation of 
any degree of competence in checking or halting the export of strategic 
goods, particularly the 300 or so highly technical items now agreed 
for export control. No customs personnel interviewed possessed 
technical skill and knowledge that would enable them to differentiate 
between a lathe and gear hobber, seamless pipe and castings, stainless 
steel sheets and armor plate, et cetera. Moreover, they have not 
been instructed as to the necessity of checking when in doubt 
and have not been furnished with any but the most rudimentary 
tools of determination. In short, for most items of export, checks 
are made at present only to determine whether a given shipment has 
proper or adequate documentation. Chances that items other than 
those listed are actually on the vehicle or in the crates are very great 
indeed, and there is only the remotest possibility that discrepancies 
between documents and actual goods will be detected. Records on 
detection of incorrect exports bear this out as far as German customs 
activities apply. 


HICOG EAST-WEST TRADE ACTIVITIES 


Five persons in the Office of the United States High Commissioner 
for Germany are working primarily on the problem of east-west 
trade. In addition, the ECA Controller’s Office has five investi- 
gators, and the Intelligence Division of HICOG has one full-time 
person working on this problem. These people are engaged also in 
related work such as export license approvals, representation on 
tripartite committees, trade studies, and, in the case of the controller’s 
staff, investigations of other problems not directly related to this 
field. There is no enforcement staff of investigators. So far, only 
three cases of illegal exports of restricted materials have been in- 
vestigated to the point of achieving evidence suitable for prosecution 
under High Commission law. Of these, only one case has come to 
trial and a conviction obtained. 

Moreover, there is only one United States official in west Berlin 
charged with this function. He has no staff other than a German 
secretary, and approximately 80 percent of the material handled by 
his office bears a security classification. 

Sincere efforts have been made by these officials to perform their 
functions to the best of their ability, but all of them feel inadequate to 
cope with the situation under present conditions. It is apparent that 
most of the efforts to develop facts and take appropriate action have 
been on the working level. Only recently has there been appreciable 
high level interest in this activity. The East-West Trade Division, 
it is generally conceded, has been a “stepchild,” and the east-west 
trade problem pushed aside, seemingly on the theory that an evil 
ignored will vanish. 

True, at various times statements have been issued expressing con- 
cern of United States and allied officials about the situation in Western 
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Germany. There is no record, however, of any consequent action, 
such as new or more strict surveillance, or prosecution and sanctions 
against firms and individuals engaged in these illegal activities. Such 
word of concern not followed by the deed of effective action has not 
deterred illegal trade and has resulted in an attitude of contempt on 
the part of the violators. 


TRIPARTITE EXPORT CONTROL SITUATION 


For some time export controls have been the subject of tripartite 
action in Western Germany, and a Tripartite Export Controls Com- 
mittee and a Tripartite Customs Group have unanimously agreed 
upon instructions to the German authorities with respect to strategic 
exports. Agreement between the three western elements has not 
always been substantial, and in the early stages at least reflected the 
general areas of disagreement which were then occurring in discussions 
of control of exports to the eastern bloc from France, Britain, and the 
other participating countries. It was agreed, however, that, upon 
turning over the administration of export controls to the German 
authorities in May 1950, the United States Positive List would be 
used as a basis for designating the materials to be controlled. To 
date there have been no revisions of these instructions, although such 
are contemplated in the very near future to bring German export 
controls in accord with parallel restrictions of other western nations. 

United States officials report that many proposals advanced by 
them in the tripartite bodies have been vigorously opposed by the 
British and French. This has resulted in extensive negotiation, dur- 
ing which the situation sought to be remedied has continued unabated. 
These great difficulties faced by HICOG should not be underestimated, 
and certainly must be cited in extenuation of the failure to require the 
German Government to bring about changes in procedures deemed 
necessary by our officials. However, there are substantial agreements 
already in effect with the Germans based not only upon tripartite 
instructions, but also upon the ECA bilateral agreement and other 
contractual arrangements. Lack of tripartite agreement cannot be 
said to inhibit HICOG from requiring that those directives which 
have been issued be implemented and carried out effectively. Issu- 
ing a directive is only the first step in bringing about a desired result; 
it must be followed by adequate supervision and investigation, and 
by prosecution of every violation which is discovered. This has not 
been done. 

MILITARY POLICE CUSTOMS UNIT 


In order to obtain a comparative picture of export-control activities 
carried out under supervision of Allied officials, it is valuable to make 
a projection of the operation to the entire international and inter- 
zonal border. In the period Mareh 21, 1949, to the present date, 
the 7751 M. P. Customs Unit (U.S. Army) which is stationed on the 
international border of Czechoslovakia and Austria, and which only 
in the last few weeks has extended its coverage to the United States 
portion of the interzonal border, has been engaged in customs-enforce- 
ment activities. This activity was largely directed toward smuggling 
activities of occupation personnel until August 1950. At that time, 
activities were extended to control of the eastward movement of 
strategic or restricted items. 
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Since August 1950, the customs unit has stopped and held a total 
of 365 shipments of critical or strategic materials. Forty-seven of 
these shipments were “in transit” and 318 originated in Western 
Germany. Of these, 6 “in transit’ shipments’ were disapproved, 
and 52 shipments of German origin were disapproved. 

It must be emphasized that these shipments were stopped by 
United States soldiers, especially selected for the task, but nonetheless 
not technically trained to make judgments with regard to the strategic 
nature of industrial machinery or commodities. They were operating 
with a list of strategic materials which had been issued in November 
1949, in which no changes had been made, and which was in highly 
technical terms. They readily admitted that they did not know 
what many of the items on the list looked like, and some had even 
gone so far as to buy technical dictionaries from their own personal 
funds in order better to understand the listings. 

The unit also does not have a watch list of suspected firms at the 
border points, but checks each shipment without any special indication 
of which might be more suspect. However, in spite of these handi- 
caps, the M. P. Customs operation stopped and returned such items 
as a multiflex-galvanometer and curve recorder, a vulcanizing press, 
value $65,449.64; five 1010-kilogram lathe chucks; a pipe-drawing 
machine, value $26,000; two automatic bevel gear wheel planing 
machines, valued at $20,010; electrical measuring apparatus, copper 
bands, 37,555 kilograms, valued at $27,418.94; seamless pipes for 
oil-well equipment; parts for such installations as gas manufacturing 
plants, smelting plants, etc. In all, shipments of strategic materials 
and warlike stores for the past months of 1950 and 1951 for which 
records are available, were: November 1950, $671,502; December 
1950, $746,908; January 1951, $822,248; February (incomplete), 
$217,161. These exports for the period reported above total 10,844 
tons. Almost all of this material is machinery and highly technical 
equipment. 

This information emphasizes the following facts: 

(a) The activities of this unit are restricted to an area of less than 
approximately one-eighth of the entire international border of Ger- 
many. (If similar units of the same relative e a iency were employed 
on the re Yasindes of the international border, it is estimated that per- 
haps $20,000,000 of goods might have Bsseat stopped during this 
4-month period.) 

(6) No checks have been made on the interzonal border. (The 
M. P. unit coverage suggested by HICOG working level early in 1950 
was extended to the interzonal border only after the investigation by 
the Senate staff representative.) 

(ec) No prosecutions have been carried out as a result of stoppages 
of strategic items by the Customs Unit to date, whether for improper 
licensing, incomplete documentation, attempted export of atomic 
energy materials or armaments, or for any other reason. 

(d) Items stopped were merely returned to consignor, and no follow- 
ups were made by Allied or HICOG authorities to determine if exports 
were attempted again through other points of exit from western 
Germany. 

(e) This stoppage only concerns shipments being made to eastern 
country destinations, and exce pt for checks at the Austrian border 
do not include possible transshipment of German products through 
third countries. 











40 EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 


ECA CONTROLLER FUNCTIONS AND ACTIVITIES 


The ECA Controller for Germany has made a total of 23 east-west 
trade investigations since January 1, 1950. Of these, the major 
action taken was as follows: 

Three cases resulted in recommendation against United States 
export licenses for restricted materials to firms in question. 

Two cases resulted in recommendations against future exports 
from the United States to firms investigated. 

Four cases were referred to other HICOG agencies for further 
action. Of these, action was taken on two cases by the Export 
Control Working Party to block export of items from Germany. 

Twelve cases resulted in no action because identity of ECA ma- 
terials could not be traced to establish an export violation, although 
indications were found that firms were engaged in eastern trade 
with ECA materials. 

‘Two cases were found to be satisfactory. 

In addition, pre-end-use checks were made on 105 cases of United 
States strategic exports to West Germany and 167 end-use checks 
were made on basis of receipt of shippers’ export declarations from 
the United States. 

Except for the first five cases listed above no direct action has been 
taken under the terms of 117 (d) of the act establishing ECA or 
under the Cannon amendment as a result of investigations under- 
taken by the Controller. 

The Controller reports that as a result of other work pressure and 
the difficulty of determining when ECA materials had lost their 
identity (e. g., through processing, inclusion in other products, or sale 
and resale through intermediate wholesale and retail firms), it has 
been almost impossible to develop adequately the cases upon which 
legal or punitive action could be taken. Since there is no investiga- 
tion unit or compliance section, it is almost impossible to follow cases 
through to the point of enforcement action. 

On April 14, 1951, the Berlin element, HICOG, issued a press 
release ‘‘warning that ECA aid may be withheld from companies 
engaged in illicit trade with Communist areas.’”’ Section 117 (d) was 
also quoted as authorizing ECA to withhold commodities from par- 
ticipating countries ‘“‘which go into the production of any commodity 
for delivery to any nonparticipating country, which commodity 
would be refused licenses to those countries by the United States in 
the interests of national security.” 

This is a very laudable statement, and accurately reflects United 
States policy and the bilateral agreement with the West German 
Government. However, what is the record of performance under 
this policy and what means are available to the Berlin element in 
enforcing these provisions? According to the record, there have been 
exactly five end-use checks by a United States official on strategic 
materials shipped to west Berlin. Only one individual is assigned to 
west Berlin specifically to investigate east-west trade. ECA direct 
commodity shipments and counterpart aid have not been withdrawn 
from even one single west Berlin firm. As cited above, in only three 
cases have export licenses for United States commodities been with- 
held from German firms, based upon field investigations. And all of 
this has taken place during a time when, according to United States, 
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Allied, and German statements, illegal trade has amounted to at 
least as much as legal trade, if not more. Herbert Wehner, the 
German Social Democrat leader, gives 70 percent as his estimate of 
illegal interzonal trade annually. This alone would amount to more 
than $50,000,000 illegal trade annually. 


ILLEGAL EAST-WEST TRADE 


There is no estimate of the extent of illegal trade to the Communist 
areas from Western Germany which the subcommittee considers 
sufficiently reliable for unqualified presentation in this report. Many 
estimates have been made by both Allied and West German officials, 
ranging from “insignificant” to as much as $350,000,000 per year. No 
estimate has been based upon a substantial collection of available in- 
formation, collated and conscientiously projected to the possible vol- 
ume of illegal trade or trade in items of strategic significance. There 
are ample indications, however, that the volume is large enough to 
constitute a serious menace to western security and to affect adversely 
the West German balance of payments. 

Particularly remiss in this regard is the Office of the United States 
High Commissioner for Germany. No attempt of serious magnitude 
has been made by that office to assemble facts on the extent, character, 
means of export control evasion, and impact of illegal trade on the West 
German economy. ‘This neglect has been characterized by absence of 
central control, coordination on an appropriate level, and collection and 
dissemination of the available information on this subject. There is 
much information available in many sections of HICOG which could 
serve as a basis for evaluation of the problem. This material has 
not been directed to responsible elements of the headquarters where it 
would shed light on these conditions and assist in the initiation of ap- 

ropriate policies and actions. Elements of the east-west trade prob- 
om have been handled piecemeal by various operating agencies; in 
some cases, reports have not been followed up or have not received 
proper attention, or at least they did not get into the hands of officials 
specifically responsible for initiating action. 

This has been a serious handicap to tripartite agreement and agree- 
ment with German authorities on control measures, and has been a 
source of embarrassment to United States agencies attempting to press 
for remedial measures. For example, when West German officials 
asked for some factual indications that export controls were being 
violated, HICOG produced some ninety-odd cases, the great majority 
of which proved not to be violations at all and most of the remainder 
had no real strategic significance. Needless to say, this episode did 
not produce the desired results in the negotiations then under way for 
better control measures, nor did it increase the authority of United 
States demands for corrective action. Effective prosecutions for 
violations are prerequisite to the success of an export control system. 

Of major concern in ~ consideration of this problem is the extent 
of intelligence covera Inadequacy of intelligence coverage of 
east-west trade is readily F eduiitted by all officials interviewed. Until 
October 1950, no single individual was assigned to the specific task 
of collecting and analyzing reports of field agencies on the subject of 
illegal east-west trade. Furthermore, this operation has been carried 
out since that time with only one person directly engaged, and this 
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was done largely without top-level support or direction. No priority 
has as yet been assigned to the project, and information is largely 
collected on a byproduct basis. Most officials have stated that, with 
responsible direction and relatively small additions of personnel, 
intelligence coverage can be increased threefold. It is axiomatic 
that the best way of detecting covert operations is by covert sur- 
veillance and inquiry. 

There remains, however, the problem of what action shall be taken 
on this information. In most respects, covert information of violations 
must be independently confirmed and evidence gathered which can 
be used in prosecution. United States officials have cited instances 
where information had been turned over to German authorities on 
which there was nothing done to develop cases to the point of prose- 
cution in either Allied or German courts. In late 1949, HICOG 
liquidated the United States Customs Unit, the only investigative 
agency designed to accomplish this task. Only one case investigated 
by a HICOG staff official has been brought into court, and in that case 
a conviction was obtained, 


FREE PORT AREAS 


Free ports in Western Germany are operated on the same basis as 
free ports have operated throughout the world for centuries. No 
controls have been imposed upon the movement of goods through 
them and no special provisions are made in German or Allied controls 
restricting goods entering or leaving them. 

Inspection by German customs is of the same general nature as that 
applied to other trade outlets. In Hamburg (British zone), goods are 
allowed to enter the free port upon presentation of validated bank or 
central licensing agency approved export licenses. According to 
port customs officials, spot checks are made, but this consists largely 
of checks on imports from the port area. It has not been considered 
necessary to inspect exports if there is a proper export license. 

Approximately 95 percent of the cases cleared through the customs 
area are not checked, on the assumption that inland customs offices 
have already done so. Customs officials do not give consideration to 
the possible or probable substitution of goods between the inland 
customs office inspection and the arrival at the exit inspection points. 

Goods having entered the free port are not subject to any further 
control by German customs authorities; they are then under the sole 
jurisdiction of the free port officials. According to the port master of 
the free port of Hamburg, the destination of any shipment entering 
the free port can be changed upon the request of the forwarding agent 
and upon the completion of required loading and off-loading orders 
by the port authorities. Such changes can be made at will and are 
very common occurrences. Change of destination of a shipment to 
other than that stated on the export license is not reported to any 
German or British customs authorities, but is merely entered in the 
free port handling records. There are no reports of goods passing in 
transit trade through the free port unless they are destined for the 
German economy, in which case they must clear through German 
customs. 

According to information obtained from United States, Allied, and 
German officials, there has been no inspection or direct supervision 
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of free-port goods movements by any Allied authority for the purpose 
of determining the extent or frequency of movement of strategic or 
restricted goods through these ports to the eastern bloc. The ECA 
Controller’s office has ‘checked the arrival of goods of ECA origin at 
various times, but only very recently have there been any “other 
contacts with port authorities by United States officials to determine 
the nature and destination of shipments. The subcommittee has 
found no evidence of United States or Allied intelligence coverage of 
free-port activities. 

The recent incident involving the seizure of the Mai Rickmers (a 
German registered ship) by the Nationalist Chinese is a case in point. 
When the staff representative was in Hamburg, United States author- 
ities there were attempting to obtain information concerning the 
manifest of this vessel. It had proven virtually impossible to do so 
because of the lack of adequate contacts with established sources of 
shipping information, and the very recent assignment of an inex- 
perienced individual to the office in Hamburg to handle such infor- 
mation-gathering activities. It was only by virtue of the diligent 
work of a single United States staff officer that the goods did not 
aiaematie reach the Chinese Communists as intended. 


WATCHLISTS AND BLACKLIST 


Throughout the entire Allied-West German export-control structure 
there are significant uses of the watchlist or blacklist technique for 
control purposes. Nowhere, however, is this method fully utilized 
or coordinated, particularly with regard to strategic-materials exports. 

The watchlist of the United States Department of Commerce is a 
list of those firms in west European countries who are known or 
suspected transshippers of restricted goods to the eastern bloc. This 
list is used by the United States license-review official. Another 
informal and incomplete watchlist of German firms has been cir- 
culated among tripartite groups. 

Nowhere, however, is there in the hands of customs-enforeement 
personnel at check points a watchlist of possible or suspected dealers 
in restricted materials. Although one publication, the Zollnachrich- 
ten und Fahndungsblatt, was represented as such by German customs 
officials, an examination of this list indicated that it merely described 
techniques or innovations for smuggling and lists of persons sought, 
arrested, or suspected. In no place was the name of a firm, transport 
agency, or article suspected of extensive strategic illegal export move- 
ment listed. 

Almost. universally among German Government and _ private 
individuals, as well as many Allied officials, there was sentiment 
expressed that a blacklist of firms engaged in dubious transactions 
would be of great effect on illegal traders. The blacklists utilized 
during World War II were cited as instruments which were highly 
effective and much to be feared. The principal use of such a list 
would consist of complementing enforcement activities, to give them 
direction and continuous clues and leads to those dubious enterprises 
which might be engaged in illegal trade. Since most firms which 
deal in illegal trade also carry on legitimate business to an extent of 
80 to 90 percent of their total volume, the continual harassment, 
scrutiny, and actual denial of normal trading privileges resulting from 
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blacklisting would be a strong deterrent to any temptation to imperil 
their major legal activities, even for the attractive profits of the 
occasional illegal transaction. 

At the very minimum, some accurate compilation of a compre- 
hensive list of German firms suspected of such trade should be placed 
in the hands of licensing, customs, and enforcement personnel. Similar 
practices have been of great benefit in the experience of other countries 
faced with this problem. 

In this respect, the recent announcement by the West German 
government that no government purchases w ould be made from West 
German firms advertising extensively in Communist papers is com- 
mendable. There is no indication, ‘however, that this decision has 
been implemented by distribution of a list of such firms to purchasing 
agencies. At any rate, no HICOG officials checked to ascertain how 
and if this was being carried out. Each agency assumed some other 
agency was doing so. 


GERMAN PUBLIC OPINION 


Many public statements have been made by West German govern- 
mental and Allied High Commission authorities with respect to east- 
west trade. A number of these statements have created interest and 
have received the attention of many newspapers. Usually such pro- 
nouncements have been of a threatening or exhorting nature. Fow 
have done much to clarify the issue or make known the attitudes, 
particularly of the West German government, toward trade with the 
Soviet bloc. Almost all officials interviewed agreed that public 
opinion plays an extremely important role in observance of regulations 
imposed for political reasons. 

In view particularly of the evident confusion which exists in the 
minds of many West Germans with regard to trade with East Ger- 
many, it would be extremely important that a clear, oft-re peated, and 
unequivocal statement of West German policy with regard to such 
trade be made. East German policy and propaganda are painfully 
evident, and are intended to increase this confusion. 

Typic ‘al examples of this are the following statements by the major 
East German officials: 

National resistance is directed against all measures of the Bonn government 
and the Anglo-American governors which aim to restrict or sunder the economic 
ties between the German Democratic Republic and Western Germany. It strives 
for a free development of trade within Germany, which would provide work and 


bread for the hundreds of thousands of unemployed in Western Germany and the 
western sectors of Berlin. 


The German Democratic Republic must give Western Germany all possible 
economic aid, in order that it may escape enslavement by the Anglo-Americans. 
One wavy of doing this is by expanding trade with all parts of Germany and by 
having West German firms share in the foreign trade of the German Democratic 
Republic. 


National resistance must be encouraged everywhere. If West German workers 
and peasants wish to cultivate solidarity with the workers and peasants in the 
eastern zone, they must not hesitate to disobey the instructions given them by the 
governing bodies of their organizations. The merchants and industrialists in 
Western Germany wishing to do business with the German Democratie Republic 
must do so even in violation of the directives given by the occupation powers, 


To counter these misleading and deliberately confusing appeals to 
West Germans there have come many denunciations of illegal trade, 
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and such statements as the following, issued by the Federal Govern- 
ment in reply to a major white paper issued by the SED (Socialist 
Unity Party—leading Kast German communistic political party): 

In concluding trade agreements with the eastern zone, the Federal Govern- 
ment is, on the one hand, facing the difficult task of not depriving the population 
of the eastern zone of essential consumer goods, such as sugar, potatoes, and 
bread grain and, on the other hand, of obtaining for its deliveries to the eastern 
zone valuable commodities which are not detrimental—as in the case of glass- 
ware which is mostly offered by the eastern zone—to Western Germany’s economy. 
The Federal Government has repeatedly noted that essential goods, which it 
refused to accept in view of their short supply in the eastern zone, have been 
delivered to other European countries. The most effective way for the Federal 
Government to support the population in the eastern zone is to deliver only 
those goods to the eastern zone which enable them to build up and maintain 
their vital industries. The Federal Government, therefore, is making every 
effort to supply only goods for purposes other than strategic, such as fertilizers 
or textiles. 
and 


It is not surprising that smuggling is stimulated in view of the sharp differen- 
tial in the rate of exchange in the western zone compared with the eastern zone 
and the extensive measures for the protection of the interests of Western Ger- 
many’s economy. In order to fight smuggling, since the middle of this year the 
border controls have been reinforced and specially supplied with the most modern 
scientific and technical equipment. It is especially due to these strict controlling 
measures that all major attempts of smuggling have been discovered and that 
illegal trade has considerably decreased lately. 

Almost all government statements have been directed to illegal 
trade per se, and not to the vital issues, i. e., trade with eastern 
countries involving war potential goods, and measures and policies to 
prevent such trade. 


RECENT WEST GERMAN STATEMENTS 


The most recent major expression of mounting West German con* 
cern and misgivings arising from increased awareness of the dangers of 
further neglect of the East-West trade problem appears in a report 
entitled, “Problems of Interzonal Trade,” issued by the executive 
committee of the Soc ‘ial Democratic Party of Germany. In this 53- 
page “‘white paper” the second largest party in Germany has taken the 
West German government to task both for the lack of an aggressive 
policy with regard to East-West trade and for the lack of adequate 
enforcement in the protection of West German security interests. 

Based on interviews with West German officials responsible for the 
publication of this paper, it was revealed that these West German 
representatives initiated this study as far back as June 1950 and had, 
concurrently with the gathering of material and research upon which 
the report is based, compiled a list of over 600 West German firms 
which are now reputed to be trading or aggressively seeking to trade 
with East Germany through both legal and illegal channels. Accord- 
ing to these spokesmen, much of the information used in compiling 
this list was based upon correspondence from East Germans vigorously 
protesting the shipments from Western Germany of machinery and 
other goods which aid the Soviets in maintaining production for 
reparations in building up East German independence of the West, 
thereby solidifying the enslavement of the East German population by 
the Russian war machine and making future reunion of Germany less 
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probable. ‘The sponsors of the ‘‘white paper’’ were very dubious of 
the wisdom of referring this list of firms to the present West German 
government officials for investigation and prosecution in view of 
official inaction by governmental agencies when in the past similar 
information has been referred to these same officials. 

Several pertinent extracts from this report illustrate the attitude 
and concern of this large political segment of the West German 
population: 


The Federal Government pursues no clear policy in this important field 
{interzonal trade] and it has not instituted a central organization which would 
alone be in a position to make an extensive survey of all interzonal transactions 
and to conceive therefrom the corresponding controls and directive measures. 

+ * * * * * * 

There can be no doubt that, despite the experience and difficulties encountered 
so far, interzonal exchange of goods should be encouraged and extended as far 
as possible. However, the fact that the interzonal trade is not merely an exchange 
of goods but that it is practically a political act should not be lost sight of, and so 
far the Soviets alone have been guided by this concept. 

* * * + * + * 

All attempts to solve political problems by administrative measures are bound 
to fail, because a trade partner that is not a partner but an adversary cannot be 
dealt with by administrative measures alone. For this the same kind of measures 
must be applied as those which the adversary himself is resolved to employ. 

* * x * * * * 

The illicit interzonal trade and black market and profiteering activities must 
be stamped out by all available means. All trade transactions should be subject 
to a rigid control by a central office. 

* oe * * ck & * 

To a large extent West German deliveries to the Soviet Zone serve for the 
building up of the armament industry in the Soviet Zone or go directly to the 
Soviet Union. So far, neither the population nor the consumer goods industries 
have essentially profited by * * * West German deliveries 

* * * * * k * 

It is estimated that up to 40 percent of all commodities delivered by the West 
are transshipped to the Soviet Union or its satellites. * * * This means 
that West Germany makes reparations to the East and at the same time Soviet 
Russia and her satellites participate in and enjoy the benefits of the Marshall 
plan, 

+ * * * * 

The strengthening of Communist subversive organizations is only a part of 
the plan which the Soviets hope to see materialize with the aid of interzonal trade. 
There is no doubt that the Soviets attach the greatest importance to illegal 
trade, because by this method alone they are able to obtain the key products 
most urgently needed by them. 

* * * * * oe 

The illegal trade in Western Germany is in general in the hands of political 
simpletons, rapacious adventurers, and corrupt individuals. Legal measures, 
sharp controls, and education of the public are needed to cope with these elements. 

* * ~ * bo of * 

The Federal Government will have to proceed energetically against all who 
engage in or abet illegal trade. Legislation alone will not do unless supplemented 
by education and propaganda branding promotion of illegal trade as a disgrace 
in the mind of every West German businessman. 


The foregoing extracts from this report indicate a developing West- 
ern German attitude and concern with regard to illegal trade and west- 
ern security which can be brought to bear in achieving a solution to 
this problem. ‘The mere fact that this expression comes from an op- 
position party should not deter a government from discharging its 
security responsibilities. A very heartening example of the results 
which can be achieved by a clear, outspoken, and conscientious dis- 
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play of this attitude is to be seen in the recent dispute which arose in 
the British House of Commons and which spurred the Government 
of Great Britain to undertake energetic measures to halt the flow of 
war potential materials to aggressor countries and potential enemies, 


TRANSIT TRADE 


Although this problem properly goes beyond the scope of the 
investigation of Western German export controls and policies, transit 
trade has a direct and distinct bearing on the situation in Western 
Germany. ’ 

It is obvious that since the inception of east-west controls, and in 
spite of extensive and protracted negotiations and exchanges of views 
between friendly governments in Western Europe, beyond several 
bilateral and limited agreements, no measures have been instituted to 
cope with the transit trade problem. Thus, one of the major loop- 
holes of export controls remains almost as open today as when the 
program was first undertaken 3 years ago. 

Not only has this situation limited the effectiveness of the export con- 
trol efforts of all countries, including our own, but has increasingly 
served as a basis for the unwillingness of certain countries and indi- 
viduals within those countries to observe the letter as well as the spirit 
of export control measures taken against a potential enemy. 

Typical in this respect is Western Germany. On occasions too 
numerous to mention, the staff representative heard the plaint, ‘‘ Why 
should we control our exports of strategic material when other coun- 
tries are reshipping those very materials to the east?” or ‘‘ What effect 
do our controls have when exports to third countries are under no 
control?” 

Many cases of transshipment of strategic materials of German origin 
have been observed. The subcommittee has revealed that many of 
these shipments had transited the United States on their way to 
Communist China. (See hearings of the Subcommittee entitled ‘‘In- 
vestigation of Shipments to Communist China, October-November 
1950.’) 

On the occasion of the investigation at Furth im Wald, German- 
Czechoslovakian border-crossing point, the staff representative in- 
spected a two-car shipment of over 13 tons of strategic ball and roller 
bearings which had then been apprehended by the U.S. MP Customs 
Unit. This shipment had been consigned to a British firm from a 
firm in Western Germany. In transit through Belgium, this shipment 
had been diverted to Czechoslovakia and arrived at the border check 
point. The accompanying shipping documents of the Belgian cars 
stated that the shipment came from a Swiss transportation firm in 
Basle. In the accompanying customs certificate, under “country of 
origin,”’ the shipment was stated to have originated from Antwerp. 
The bearings had been manufactured in Schweinfurt, Germany, and 
shipped only 15 days earlier. A total of 165 cases of ball bearings 
(some in racers) were held. 

At the same check point, a radar receiving-tuning unit, manufac- 
tured in New Jersey, and a multiflex galvanometer were being held. 

Lacking agreements between Western European governments 
with respect to transit trade in strategic materials, many highly 
strategic goods are moving through Germany to eastern destinations. 
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Germany is not, by any means, the only area where such things 
occur. Every day some east-west trade official in Western Europe 
discovers or hears about the transit of highly strategic goods through 
the many free ports and transit and entrepét areas toward the east. 
Not only is he powerless to do anything about it, but the transit 
country itself refuses or professes inability to halt or hinder the 
movement. Clearly, lack of some measures to close the loophole 
opened by transit traffic is one of the biggest hindrances to effective 
action to erect a dike to the flow of war potential to the east. 

Many West German firms and individuals are taking full advantage 
of this loophole, in concert with other West European and United 
States businessmen. Testimony before the subcommittee has out- 
lined the efforts to diminish the extent of transit trade channels 
which have been and are being carried out by the Departments of 
Commerce and State, and the ECA. That these measures have only 
partially succeeded is readily admitted. 

Paradoxic rally, two West E uropean governments, Switzerland and 
Sweden, in order to escape the criticism leveled at them as trans- 
shippers of strategic materials, have undertaken to issue, in the former 
case, certificates stating that the Swiss importer will import the com- 
modities into the Swiss customs territory and that any re-exportation 
of these goods is prohibited, and in the latter, import licenses issued 
by the Swedish Government which contain a similar provision. 


GERMAN TRADE WITH RED CHINA 


West German exports to Communist China have shown an alarm- 
ing recent increase. This was particularly true following the begin- 
ning of the Korea conflict and the Chinese intervention. According 
to official trade statistics, German trade with Communist China 
during all of 1949 amounted to only $413,000. During 1950, West 
German exports to China rose more than 2,750 percent, to $11,384,000. 
The relative figures for the four quarters of 1950 indicate the rate of 
increase which is in every way disturbing. For the first quarter of 
1950, exports totaled $232,000; the second quarter, $891,000; the 
third quarter, $2,833,000, an increase in one quarter of over 600 
percent of the entire year of 1949; and in the fourth quarter of 1950 
alone, a total of $7,378,000, an increase for the quarter of 1,700 percent 
over the entire year of 1949. The major increases were in chemicals 
($3,843,000), and iron and steel, including sc rap and metal products 
($2,077,000). Proportionate extremely high increases over previous 
exports were reflected in machinery, truc ks, passenger cars and other 
vehicles; electric products, including electric machinery; fine me- 
chanical and optical equipment; and pharmaceuticals, which alone 
increased from $38,000 to $321,000 in one quarter of 1950 as com- 
pared to total exports in 1949. Statistics for the first 3 months of 
1951 show a substantial decrease in this trade. 

Illegal trade with China 

In the short time available to the staff representative while in 
Germany, it was possible to get some indication of the type of trade 
which is being carried on between the Chinese Communist Govern- 
ment purchasing organizations and west Berlin firms, the major part 
of whose exports in this category can be presumed to be illegal and 
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not appearing in West German trade statistics. Since most of the 
material upon which this information is based is necessarily classified, 
only representative samples, not using the names of firms or individ- 
uals, can be presented here. 

One transaction between a west Berlin firm and a firm representing 
the Chinese Communist Government called for the shipment of goods 
based upon a letter of credit in Switzerland for $37,000, for geodetic 
instruments which are highly strategic. In this case, this shipment 
was to be stored in the free port of Hamburg and shipped on order 
of the import company to either Bombay or Calcutta, India, for fur- 
ther transshipment to Tientsin. During the course of negotiations 
it was necessary, however, to cancel the arrangement with regard 
to a Swiss francs letter of credit, and instead, a letter of credit was 
issued in pounds sterling. 

Another case presently under review involved the purchase of a 
complete power station, including rotors, turbines, etc., for a power 
plant in Manchuria. This power station was to be shipped in parts 
over a period of at least 10 to 12 months, routed via Tangier and 
through at least three other firms. 

A further case involved a quarter-million dollars worth of motors 
and spare parts for rolling villa financed through a New York bank, 
using a German export permit which had been previously granted for 
shipment to another country. 

Another case involved mercury contacts, to be sent to the North 
East Power Administration, Mukden, Manchuria. These items ap- 
parently are needed very urgently and were to be expedited by 
transfer of the merchandise through the East German Trade Delega- 
tion for West Marks. 

In May 1951, a commission of the Chinese Communist Ministry 
for Industry was in Eastern Germany, having arrived by way of 
Moscow. It carried on negotiations through the China Export Corp., 
Leipzigerstrasse, Berlin, and many West German industrialists at- 
tended conferences concerning specifications, new orders, deliveries, 
etc. 

The latest instructions for shipment to Communist China which 
the staff representative saw, as revealed by a confidential source, were 


as follows: 


It is possible to ship goods by all steamers to Chinese ports or Hong Kong. 
They must not touch American, Canadian, Philippine, or Japanese ports before 
arrival. 

These cases all involve West German firms, some of which are 
among the major recipients of ECA aid. The evidence already 
available is sufficient to warrant detailed investigation, and probably 
to justify prosecution. The subcommittee will observe with keen 
interest the action of United States and West German agencies in 
these and other specific cases, details of which are in the hands of 
appropriate authorities and in the files of the subcommittee. 


TRADE WITH SOVIET ZONE OF GERMANY 


It is recognized that the problem of control of trade with the Soviet 
zone of Germany presents one of the most difficult problems faced by 
any country in Europe, since there is an artificial dismemberment of 
the German economy. ‘There is also the problem of the division of 
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two mutually dependent economic areas peopled by the same national 
group who, up to 1949, had no real restrictions imposed on trade, 
business relationship, and general intercourse. It has been necessary 
in this context to find a suitable framework within which to maintain 
interzonal trade to the benefit of Western Germany, the ultimate 
settlement of the Berlin problem, and the maintenance of western 
security considerations. It is also necessary to enunciate some basis 
of economic relationship which will influence the reunification of 
Eastern and Western Germany in the future. Recent German state- 
ments have pointed out the immense political importance of inter- 
zonal trade and the fact that this trade must be considered as much 
from the political view as from an economic standpoint. 

It is apparent from all information on the subject that it is beneficial 
from the Western German economic and political viewpoint to favor 
trade with the Soviet zone as long as (a) the economic gains thereby 
outbalance possible economic loss, (6) the trade does not result in 
the development of industrial independence of the Soviet zone from 
Western Germany, (c) does not render too great a measure of assist- 
ance to Soviet owned and operated enterprises, and (d) does not ad- 
versely affect the economic position of Western Germany in respect of 
items which are in short supply in Western Germany or which may 
be necessary or useful to western defense efforts. 

Recognizably, interzonal trade has many unique aspects, and trade 
with the Soviet zone of Germany which builds up the ability of 
Eastern Germany to produce reparations for the U. S. S. R. or to 
consolidate Soviet control over the East German population is un- 
desirable. Interzonal trade also should not be used as a bridgehead 
for the economic penetration of Western Germany. The background 
of interzonal trade is particularly unfavorable to an easy settlement 
of this problem. In the first place, with regard to international 
agreements, the Jessup-Malik agreement of May 4, 1949, which states 
that all restrictions placed on interzonal trade since March 1, 1948, 
will be lifted, is an agreement which seriously restricts the possibility 
of effecting trade relationships with the eastern zone on the same 
basis as trade with a satellite country. A number of further agree- 
ments, including the Frankfurt Trade Agreement, extensions thereof, 
and the general operating procedures that have grown up with regard 
to control of interzonal trade, are all now being seriously questioned 
as to their efficacy and relative merit, particularly in the light of the 
unique political circumstances under which they operate. 

According to many German and Allied evaluations of the East 
German problem, it is apparent that the Soviet zone 5-year plan is 
designed to do just exactly that which would be inimical to western 
policy. The major objective of this plan is to make the Soviet zone 
of Germany and east Berlin self-sufficient and independent of inter- 
course with Western Europe to the greatest extent possible. ‘This 
plan is based upon the assumption that a continuous level of repara- 
tions from the east zone to the U. S. S. R. will be maintained at 
approximately the present level throughout this period. 1950 repa- 
rations are estimated at approximately 970 million deutschemarks, 
with additional amounts added thereto of over 400 million deutsche- 
marks. Approximately 70 to 80 percent of the reparations are 
machinery of various classifications, approximately one-half of which 
is heavy machinery, multipurpose, and preponderantly machine tools 
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of a war potential nature. This 5-vear plan also calls for procure- 
ment of the basic heavy equipment for this production in the initial 
stages of the plan. This means that the Soviet zone, as far as 
basic requirements are concerned, could be inde pe ndent of the western 
zones of Germany in a much shorter time than 5 years. It also means 
that for general strategic purposes the Soviet zone ‘could be independent 
of Western Germany in basic essentials at so early a date that Berlin 
and interzonal trade itself will not long be an absolute necessity for 
accomplishment of Soviet objectives in Eastern Germany—the period 
may be from 10 to 24 months only. Whereas the western plan is 
essentially directed toward the well-being of the country and the 
maintenance of a better living standard, the eastern plan is predicated 
upon the ability to continue a high level of reparations, largely con- 
sisting of war potential products, and is not ave c tod or hampered by 
anv effort to bring about an increased standard of living for the 
East German population. 

It can be seen that in consideration of the interzonal trade, a 
distinction must be made between trade in strategic items per se, and 
legal and illegal trade in all items which would enhance the industrial 
output of the eastern zone of reparations goods or potential war mate- 
rial. In this sense it is apparent, then, that any trade with the 

eastern zone of Germany which is not on an ad hoc basis and balanced 
carefully against the advantages accruing to Western Germany has the 
seeds of self-destruction and of elimination of future hopes or possibil- 
ities for German unity. 

There is no question but that Western Germany is the only major 
and practical source of industrial items which can bring about the 
completion of the East German 5-year plan and that without a 
substantial volume of trade, both legal and illegal, with Western 
Germany, the Russian plan for industrial self-sufficiency of Eastern 
Germany would be seriously hampered. The ramifications of this 
problem in respect of the issue of west Berlin are particularly apparent 
when and if the Soviet zone does not have to place a great deal of 
reliance upon Western Germany and west Berlin as a source or channel 
of industrial imports. The prospect for a resumption of the west 
Berlin blockade without significant political embarrassment to the 
Russians or economic embarrassment to their 5-vear plan is apparent. 
Even at the present time, there are reports that the Soviets are laying 
the framework for the bypassing of west Berlin as a major transporta- 
tion center and as a focal point for the movement of goods in Eastern 
Germany. Upon completion of the initial phases of the 5-vear plan 
and the establishment of bypassing channels of communication, west 
Berlin could again be the subject of a blockade which would con- 
stitute a continuous drain not only upon the Allies but also on 
Western Germany, which has a distinct responsibility, often avowed. 
for support of western Berlin and the anti-Soviet population. 
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DEPARTMENT OF STATE, 
Washington, September 7, 1951. 
The Honorable Hersert R. O’Conor, 
United States Senate. 


My Dear Senator O’Conor: In accordance with a verbal request received 
from Mr. Kelly, the Counsel for the Senate Sub-Committee on Export Controls, I 
am summarizing below recent developments in the field of security controls over 
strategic exports from Western Germany. This summary is based upon informa- 
tion submitted by the Office of the United States High Commissioner for Germany. 

The endeavor to improve the operation of the German export control system 
has in recent months been concentrated on, first, achieving a more centralized 
licensing system, and, secondly, obtaining more adequate enforcement. 

With regard to the problem of centralization, the Federal Government and the 
Allied High Commission have agreed upon a comprehensive revision of the German 
export control organization and procedures. In April and May, 1951, a repre- 
sentative of the United State Department of Commerce made a survey of the 
German export control system and submitted a number of suggestions for improve- 
ment in that system. Certain of these were designed to render export control 
documents more difficult to falsify and to obtain more complete information on 
license applications. An exchange visit between licensing officials in Germany 
and the United States was also proposed. Many of these suggestions have already 
been put into effect and steps are now being taken to implement others. 

The new German ‘Positive List’? was published in the Bundesanzeiger (the 
German equivalent of the Federal Register) on August 7, 1951. The list of goods 
which the German Central Licensing Agency embargoes or quantitatively restricts 
is very similar to that employed by the United States. 

Effective June 1, 1951, all exports to Communist China have been made subject 
to central licensing; licenses have been granted only where the goods involved 
could not be used for other than civilian purposes. On August 14, 1951, the Fed- 


eral Ministry of Economics issued a regulation requiring central licensing for all 
exports, whether of strategic or nonstrategic nature, to any « itrv in the Soviet 
orbit. The Federal Government has agreed with the Allied Hi -: Commission that 
licensing of exports to non-Soviet orbit areas by foreign trade banks has increased 
the possibility of strategic items reaching the Soviet orbit. Consequently, 
arrangements have been made to transfer this function from the banks to the 
interior customs offices effective between October 1 and November 1, 1951. The 
delay in implementing this aspect of the centralization program has been due to 


the necessity of obtaining legislative approval for an increased appropriation for 
personnel as well as the difficulty of recruiting competent personnel 
The staff of the Federal Government’s Central Licensing Ageney 


ing a peen 
increased from forty to eighty during the last two months and active recruitment 
for additional personnel is at an advanced stage. 

With regard to the enforcement of export control regulations, a procedure has 
been established within the Office of the United States High Commissioner and 
the Economie Cooperation Administration Mission for administrative action 
against firms engaging in illegal trade. All eases of alleged violations of East- 


West trade regulations coming to the attention of the High Commissioner’s Office 
will be reviewed by a panel, which, in appropriate cases, will recommend to the 
Chief of the EKeonomic Cooperation Administration Mission that certain provi- 
sional administrative action be taken against the firms. This provisional action 
will include denial of ECA counterpart funds, EC A-financed imports, the calling 
of ECA loans, as well as denial of the opportunity to obtain certain types of 
imports from the United States. The action taken will remain in force until the 
Federal Government has determined that the action should be eliminated or that 
further and more drastic steps taken to punish the firm involved (e. g., denial of 
the right to obtain all export or import licenses for a given period of time, prose- 
cution, ete.). 

To control shipments to the Soviet-occupied Zone of Germany more adequately, 
the Federal Government issued an Interzonal Trade Ordinance on July 18, 1951. 
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This ordinance provides the basis for the Federal Ministry of Economics to cen- 
trally supervise the exchange of goods with the Soviet Zone to the extent necessary 
to protect Western security and economic interests. At present, virtually no 
trade between Western Germany and the Soviet Zone is being carried on, due to 
the expiration of the temporary trade agreement and the refusal of the Federal 
Government and the Allied High Commission to permit the signing of the new 
agreement while shipments from West Berlin continue to be harassed by the 
Soviet authorities. However, should the present impasse be resolved, the new 
Interzonal Trade Ordinance, together with three implementing regulations which 
are now virtually completed by the Federal Government, will permit the Federal 
Government to insure that export control regulations are effectively implemented 
in trade with the Soviet Zone. 

The number of customs officials is being increased by 3,000 during this fiscal 
year. The Federal Government has been requested to take steps to increase the 
pay of customs officials in order to assist in recruiting personnel possessing the 
necessary technical background. Customs training schools have been established 
at Bonn, Coburg, and Gandersheim and the Federal Government is making 
arrangements for all customs personnel to attend one of these schools prior to the 
end of the calendar year. The list of embargoed and quantitatively controlled 
commodities has been translated into the terminology of the German commodity 
schedules and made available to appropriate customs offices. The Allied High 
Commission has requested the Federal Finance Ministry to remove from the 
Interzonal Border all customs employees with relatives in the Soviet Zone. The 
staff of the customs organization in West Berlin has been increased from 300 to 
850 in the last three months and additional equipment, including twenty-three 
more vehicles, has been made available to this organization. A number of admin- 
istrative changes, designed to increase the operating efficiency of the West Berlin 
customs staff, are being initiated. 

On June 16, 1951, the Federal Government issued a Circular establishing a 
more effective procedure for insuring that shipments made to Western countries 
are not improperly diverted to the Soviet orbit. Under this procedure a certifi- 
cate is obtained from the Western recipient country prior to approval of the export 
by the Federal Government to guarantee that the strategic item involved will 
remain in that country. 

In addition to the Interzonal Trade Ordinance of the Economics Ministry, 
referred to above, another ordinance providing adequate customs controls over 
interzonal trade was promulgated by the Federal Finance Ministry on July 13, 
1951. Included in this ordinance were provisions for special regulations by the 
Finance Ministry, improving controls over exports through the free ports. 

Since early 195% a United States Military Police Unit has effectively assisted 
in customs inspection of exports across the United States Zone border with Czecho- 
slovakia and Austria. In May 1951 the activities of this Unit were extended to 
include the United States Zone border with the Soviet Zone, and subsequently a 
small detachment was also assigned to the West Berlin border with the Soviet 
Zone. This Unit is furnishing weekly reports on the efficiency of customs con- 
trols, percentage of vehicles or cars unloaded and thoroughly checked and the 
degree of completeness of customs inspections, as well as reporting on any illegal 
shipments detained at the border. On the basis of these reports, it is evident 
that border controls by the Federal Government have improved in recent months. 

In addition to the developments outlined above, the professional staff of the 
East-West Trade Group in the Office of the United States High Commissioner 
has been doubled (from four to eight) and considerable additional secretarial and 
clerical help has been provided. The professional staff of the customs supervision 
section of the Finance Division has been increased from one to three. An East- 
West Trade Policy Committee has been established in HICOG in order to coordi- 
nate activities in this field with the other divisions and offices of the Office of the 
High Commissioner, including the Military Security Board, the Office of Intelli- 
gence, the Office of Political Affairs, the Office of the E. C. A. Controller, the 
Industry Division, the Food and Agricultural Division, Eastern Element, and 
Berlin Element. The semi-monthly meetings of this committee have resulted in 
more complete coordination in the formulation and the enforcement of east-west 
trade policies. 

Arrangements are now being completed for an exchange visit of German and 
United States export licensing officials. The effect of this exchange will be to 
familiarize responsible German officials with United States Department of 
Commerce procedures and it will permit the Department of Commerce officials 
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who come to Germany to make detailed recommendations for improvements in 
the local export control system. 

It is too early to evaluate the success of the new steps taken to improve East- 
West trade controls or the necessity for further measures. The willingness of the 
top officials in the Federal Government to cooperate in this field and their recogni- 
tion of the parallel interests of the Federal Republic and the rest of the Western 
world in avoiding an increase of the war-making potential of the Soviet-dominated 
areas have been demonstrated. The ultimate success of the export-control pro- 
gram, however, must depend upon the recognition of the importance of this 
problem and the cooperation of all West Germans. The cooperation of the Federal 
Government in this field has been indicated not only by the moves to centralize 
licensing procedure and to improve enforcement, but also by public statements 
indicating support of the export-control program and by the issuing of a warning 
to firms that no government contracts would be given to those supporting Com- 
munist organizations. Three examples of support of Western objectives in this 
field given by non-governmental groups in West Germany are (1) the June 1951 
declaration of the German Manufacturers’ Association, issued on behalf of all 
West German industries, which condemned all participants in illegal East-West 
trade; (2) the establishment by a group of lawyers, some of whom live in the 
Soviet Zone, of an “investigating committee” to check report on illegal shipments 
to Eastern Germany; and (3) the announcement on August 8 by the head of the 
West Berlin trade union organization of the initiation of a campaign to urge all 
trade unionists to report illegal East-West trade engaged in by their firms and to 
“outlaw”’ this illegal trade “‘in the eyes of the entire population’’. 

I trust that the above information will be of value to you. 

I am forwarding a copy of this letter to Mr. Roy Bullock of the House Foreign 
Affairs Committee, at his request. 

Sincerely yours, 
Ben H. Brown, Jr., 
Acting Assistant Secretary. 
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EXPORT CONTROLS AND POLICIES IN THE 
FAR EAST 


I. PREFACE AND CONCLUSIONS 
A. PREFACE 


An extensive on-the-spot investigation of trade with Communist 
China through the Far East was made by the subcommittee begin- 
ning in June 1951. Attention was concentrated particularly on the 
direct and indirect effects of United States export controls on such 
trade. The information and supporting data and documents ob- 
tained in the course of that investigation form the basis for this 
report. 

Officials of the Departments of State, Defense, and Commerce, of 
ECA and of the Governments of Hong Kong, the United Kingdom, 
China, and Japan, and numerous private individuals in all areas, 
were interviewed. The files of the subcommittee contain records, 
reports, and exhibits giving in detail the data upon which this report 
is based. 

Valuable assistance has been given the subcommittee staff by agen- 
cies of the United States and foreign governments in the course of this 
investigation. 

For purposes of clarity, this report is divided into subject headings 
following a chronological and a geographic sequence and includes 
related collateral items of batemea developed by the subcommittee 
staff. 


B. CONCLUSIONS 


Undesirably large quantities of items which meet Chinese Com- 
munist priority needs continue to reach Red China due to inadequate 
export controls and policies of many Western countries. 

Administration of the United States total embargo of Communist 
China appears to be satisfactory but, in the absence of similar action 
by other Western countries, its effects on the Chinese Communist 
war potential are probably short-lived and inconclusive. 

The United States lacks an adequately staffed, fully coordinated 
and aggressive export control operation in the Far East. Despite this 
handicap, control of United States trade in that area appears to be 
satisfactory. 

Wholesale evasions of export controls, through transit trade and 
through direct shipments to the Communist China mainland, have 
followed closely in the wake of the inauguration of more satisfactory 
controls in Hong Kong and elsewhere. 

Hong Kong controls and policies governing exports to Communist 
China up to June 25, 1951, were inadequate to justify unrestricted 
United States shipment to that area of materials which the United 


63 





64 EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 


States, in the interest of its own security and that of the free world, 
would not permit to be shipped to the Soviet bloc. Mitigating 
circumstances, economic, geographic, and political, do exist in the 
Hong Kong situation, but do not outweigh the Western security 
interest involved in the trade which has taken place. 

Hong Kong export controls inaugurated June 25, 1951, appear to 
be more nearly adequate than any previous, but can only be evaluated 
with certainty when the nature of exports actually permitted after 
that date is determined. 

Smuggling from United States-controlled areas has apparently 
increased, and, aside from security implications, undermines United 
States prestige and hampers negotiations for stronger controls in 
certain areas. 

Export controls and policies of Japan and the Philippines compare 
favorably with those of the United States, but possess inherent weak- 
nesses which must be overcome in meeting changing conditions, viz: 
preparation for Japanese post-treaty responsibilities; and Philippine 
adjustments in in po't policies. 

The general trade situation in the Far East is so complex and ever- 
changing that it demands continuous, efficient, and penetrating scru- 
tiny far beyond that which it has heretofore received from either the 
United States or any other Western nation. Trade with Communist 
China is much better controlled than a year ago but the Chinese 
Reds are still able to obtain strategic materials through loopholes, 
by evasion of controls, and, even at this late date, from Western 
areas which do not see fit to deny these items to an aggressor country. 


Il. Export Controts From Hone Kona to Communist CHINA 


A. GENERAL 


Hong Kong controls of exports to Communist-dominated areas, 
principally Communist China, have passed through three distinct 
phases. The first was initiated on August 8, 1950, with the publication 
of the Exportation Order, 1950. This order prohibited the export 
of over 300 specified items and some general category articles except 
under export licenda issued by the Director of Commerce and Industry 
of the Hong Kong government. The second major set of export 
regulations was issued on April 20, 1951, the Emergency Regulations, 
1951. The most recent was the Exportation Order, 1951. These 
regulations were issued not only in order to protect Hong Kong’s 
domestic requirements but also as a result of continuous and intense 
world-wide public pressure to impede the flow of materials which 
would be of aid to the Chinese Communist war effort. The major 
factor contributing to the instutution of these controls has been the 
effect upon Hong Kong commerce and industry of the United States 
embargo of shipments to Communist China and severe restrictions to 
Hong Kong and Macao in December 1950. This action by the 
United States was taken when it became apparent that Hong Kong, 
lacking adequate export prohibitions, was serving as a major point of 
transshipment of materials to Communist China. If the United 
States had continued shipping to Hong Kong under regulations then 
in effect in the colony, a practical nullification of the United States 
embargo against Communist China would have resulted. 











f 
t 
b 
I 
f 
i; 


7 ii ase a sat i lea NC LS BNR 


REE et WM = A Wi et SNC i ETE A Nam a RR Be tO 


EEL ie Se OL Tes 





Stl Ci es thei IR ch CALORIE Ne PA NASA NEAN nS he aca Oi 2 a tat 





eee 





? 


Tee 


tit lao YS, 


scabs 








EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 65 


In the interval between December 1950 and June 1951 the Hong 
Kong government attempted to assure exports from the United States 
to the colony’s domestic industries by inaugurating the issuance of 
Essential Supplies Certificates, guaranteeing that the goods covered 
would be used in the colony’s industries and would not be transshipped 
to Communist-dominated countries. This procedure, however, had 
several very apparent limitations, the most obvious of which was of 
such scope as to make the certificates almost unacceptable to the 
United States in its embargo of the Chinese aggressor. 

The basic inconsistency of the Essential Supplies Certificate is that, 
whereas it is a pledge as to end-use, it is only issued for a limited range 
of commodities and applies only to a specific shipment of particular 
goods for a specified end-user in Hong Kong. No consideration is 
given to identical or equivalent items imported to Hong Kong from 
other areas not requiring an Essential Supplies Certificate as a condi- 
tion for the issuance of an export license to Hong Kong. Thus the 
certificate’s only assurance is that the material covered is to be used 
in the colony, but it does not prevent the export of other similar 
material to China. Thus a shipment from the United States could 
actually release other similar goods for reexportation to Red China, 
thereby nullifying the intent of the United States embargo except for 
those items for which the United States was the only source, or which, 
for other reasons, could not be exported under Hong Kong regulations. 

Until June 1951, Hong Kong controls, except for certain commodi- 
ties, were not of the se ope and effectiveness which would warrant 
unlimited United States licensing of shipments to that area in respect 
of our security interest. Hong Kong’s trade in the last 6 months of 
1950, while United Nations troops were engaged in open conflict 
against the aggressor recipients of that trade, was a threat to the 
forces of the United Nations and the highly restrictive measures that 
the United:States applied were not only justified but were undoubtedly 
long overdue. 

Export from Hong Kong to Communist China of materials of 
obvious high priority use in the Chinese war economy were such that 
in 1950 the British colony enjoyed the most profitable year in its 
history. The level of foreign and domestic trade, cargo-vessel activity, 
and air and railway freight traffic all achieved new highs; record- 
breaking profits were announced, and large dividends declared. 
Clearinghouse figures and other barometers of prosperity showed 
steady rises after the middle of the year, immediately following the 
outbreak of armed conflict in Korea. Total foreign trade, which had 
amounted to HK$3,086,000,000 (US$514,300,000) during the first 
half of 1950 jumped to HK$4,418,000,000 during the second half, 
an increase only in part accounted for by higher prices. Actual 
cargo-ton averages for 1950 were, in fact, 24 percent above 1949. 

Commercial cargo-ton averages on ocean and river traffic totaled 
3,573,156 metric tons in 1948; 5,029,770 tons in 1949; 6,271,795 for 
1950. An even more striking increase was registered by the Canton- 
Kowloon Railway where the freight carried in and out (excluding local 
traffic) dropped from 89,500 metric tons in 1948 to 43,279 tons in 1949, 
a result of the Chinese Civil War, and then increased to 343,111 tons 
in 1950. Looming foremost among the factors responsible for this 
enormously incre ased trade was the large-scale purchasing carried on 
by Communist China in commodities, many of which could not be 
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imported directly from the country of origin because of export controls. 
Also with the imposition of import and other taxes by Communist 
China on goods not essential to its war economy, the smuggling of 
taxable goods through Hong Kong became more profitable than 
direct legitimate trade with Chinese ports. The first break in this 
phenomenal upward trend in Hong Kong business activity came early 
in December 1950, when the United States imposed the new export 
restrictions designed to plug the loopholes offered by Hong Kong and 
its neighbor, Macao. 

In Hong Kong postwar foreign commerce there has been a relative 
increase in trade with China during the past 2 years. During this 
period the colony’s exports to China and Macao increased in such 
degree that each of the last 2 years’ figures was double the previous 
year in terms of total value. Of the total exports, trade with China 
and Macao represented 27 percent in 1948; 37 percent in 1949; and 
45 percent in 1950. Even more significant is the remarkable i increase 
that is registered in trade with north China during this period. ‘This 
is an area which the colony did not serve to anywhere near the same 
extent before the war and under the Nationalists. The following 
table, Hong Kong trade with China and Macao 1937, 1948-50, shows 
the remarkable increase which has taken place. 


Hong Kong: Trade with China and Macao by area 1937 and 1948-50 


[Value in thousands of Hong Kong dollars] 








Imports Exports 
Area TS a TT TN ene 
1937 19448 {| 1949 | 1950 | 1937 1948 1949 1950 
| | } 
cneneitlhdpnicncinh test cicadas on a a i ah nen bee ne me nT in 
North China. ....... 84, 185 135,618 | 233, 996 355, at 38,517 | 118, 451 | 287, 594 677, 204 
Middle China !__.__. | 11,195 41, 372 58, 042 136, 1 28, 658 58, 179 158, 045 361, 321 
South China--..-..-. | 115, 941 253, 611 301, 454 366, ons 123, 226 103, 849 138, 985 422, 616 
Ps dirs cated “| 11, 044 89, 089 | 77, 648 | 3 104, 405 17, 095 136,406 | 268, 542 208, 383 














! Middle China included Formosa in 1949 and 1050, 





Source: Hong Kong Government Statistics. 


The foregoing emphasizes the fact that Hong Kong, particularly 
in the latter part of 1950, took over a significant amount of the trade 
with Communist China that has been dropped by other countries, 
especially the United States. This was not primarily a result of 
normal business fluctuation in these other countries but of a clear 
and uncompromising realization by the United States and others that 
such trade with an aggressor jeopardized western security. It is 
obvious that during 1950 Hong Kong took profitable advantage of 
the war situation to the detriment of the security of the United 
Nations; this, even though it is a colony under the control of one of 
the principal members of the UN. 

That is only one side of an admittedly complex picture. Hong 
Kong, by virtue of geographic location, ‘population, and historical 
situation, has held a unique position in Far East affairs since its estab- 
lishment. There is no question that the colony has been in a tenuous 
position, clinging to the side of the enormous mainland of China only 
bv virtue of concessions and historical grag TN which Communist 
states have shown little propensity to respect. Further, Hong 
Kong depends, although to a decreasing degree, upon the mainland 
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of China for food, raw materials, and other essential supplies for its 
ever-growing population. It is also true that the Hong Kong au- 
thorities have a direct responsibility for the over 2 million inhabitants 
of the colony who are dependent upon trade and upon the supplies 
from China for many of their necessities of life. Recognition of these 
facts must be made in evaluating the relationship of other countries 
with Hong Kong. Careful balancing of these factors has been 
necessary in arriving at a fair operating understanding of the trade 
relationships between Hong Kong and western trade partners as well 
as relationships between Hong Kong and Communist China. On 
the basis of the record up to the end of June 1951, however, it is 
evident that the Hong Kong situation in terms of western security 
interest has been costly, and in the light of current developments in 
some respects not fully justified. Many responsible individuals in 
Hong Kong itself hold that the colony has served more as an impor- 
tant point of procurement by the Communist Chinese in the further- 
ance of their present war effort than as an outpost for the free world. 


B. SEQUENCE OF EXPORT CONTROL MEASURES 


1. August 1950 

Exportation (Prohibition) (Specified Articles) Order, 1950 (August 
8, 1950), was issued by the Governor in Counc —_ under section 4 of the 
Importation and Exportation Ordinance (No. 32) of 1915. This order 
prohibited the exportation from the colony of. any specified article 
except under a license issued by the Director of Commerce and Indus- 
try, Hong Kong. The order included the so-called atomic energy 
items, and a list of over 300 items such as metal-working machinery, 
steel-mill products, chemical equipment, transportation equipment, 
petroleum and petroleum equipment, and electronics. This list is sub- 
stantially similar to those used by most Western European countries 
in their present embargoes on shipments to Communist-dominated 
areas. In this respect, then, it can be said that Hong Kong export 
controls parallel those of Western Europe as regards items of strategic 
importance for embargo. This list was placed in effect as late as 
August 8, 1950, 6 weeks after the start of the Korean conflict, and 
it applied only to exports from Hong Kong, i. e., reexports of such 
goods consigned to Hong Kong as ultimate destination or, less often, 
produced or processed in the colony. 

A comparison of trade statistics before and after the initiation of 
these controls reveals that such items (strategic to the European econ- 
omy) were not commonly imported for use on the China mainland. 
Further research reveals that the Chinese Communists would have 
little or no use for the great majority of such items because of the 
relatively undeveloped nature of their industry, lack of labor suffi- 
ciently skilled, and lack of other components to complete a produc- 
tion process utilizing highly complex automatic and precision equip- 
ment. Thus, with ‘the obvious exc eption of certain transportation 
equipment, items of unquestioned direct military use, and certain 
equipment which would be integrated with some existing plant, this 
list did not have the same bearing on the war potential of the Chinese 
Communists as it might have had on more highly industrialized coun- 
tries such as Czechoslovakia, Poland, or Russia. This is not to argue 
that it would be useless to continue to deny these items to the Chinese; 
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rather, this embargo should continue, particularly in view of Soviet 
propensity for using satellites as procurement channels. It does, 
however, point up two other aspects. First, the list is designed with 
the long-range objective of denying increases of war potential under a 
peacetime situation to a more highly industrialized area; and second, 
that a peacetime list of this nature is not sufficient to exercise the 
proper or necessary effect on the wartime economy of an aggressor 
state, particularly one which conducts its military operations on such 
a primitive supply basis as do the Red Chinese. 

Thus the items which were of greatest value to the Chinese war 
machine were not denied in any appreciable degree for a period of 7 
or 8 months after the beginning of the Korean conflict, and not until 
4 months after the direct, but apparently long-premeditated, appear- 
ance of Chinese troops in the field. 

December 1950 

The second Exportation (Prohibition) (Specified Articles) (No. 2) 
Order, December 1, 1950, included the major part of the armaments 
list. This included an armaments schedule, machinery and machine 
tools (for direct military production), military equipment and accou- 
trements, and noxious gases. There is no evidence available to the 
subcommittee that items on this list were exported to Communist 
China from Hong Kong either before or after promulgation of this 
order. There were some seizures when smuggling of these items 
was attempted. 

A third order, Exportation (Prohibition) (Specified Articles) (No. 3) 
Order, December 22, 1950, listed three items prohibited of export 
without license. These items were water bottles (military type), 
steel helmets, and radio transmitting apparatus and component parts. 
Since radio receiving apparatus and component parts are frequently 
also usable in transmitting apparatus, this left an important area 
for further control. 

April 1951 

The fourth step in increasing export controls is probably more im- 
portant than all which preceded it. This was the issuance of the 
Emergency (Exportation) (Miscellaneous Provisions) Regulations, 
April 20, 1951. These regulations spell out in great detail the powers 
of local authorities for local seizure and retention of questioned goods, 
fix responsibility upon the accused for burden of proof that violation 
was not contemplated, and provide penalties for breach of condition 
in export license and for false statements in applic ation. Penalties 
range from a fine of HK$5,000 and 3. years’ imprisonme nt to 
HK$100,000 and 5 years. More significant, however, is the list of 
prohibited exports. This list includes many of the items required 
by the Hong Kong economy and reflects the effect of the United 
States export restrictions prohibiting shipment of such articles in 
the absence of adequate export prohibitions preventing their trans- 
shipment to Communist areas. This list includes almost all items 
which were represented to the subcommittee investigator as those 
items most required by Hong Kong industries from the United States. 

In respect of export controls of items which would be of aid and use 
to the war potential of Communist China, this list is probably more 
effective than any of the other three cited. Items included which fall 
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in the particular category of Chinese Communist priority needs are: 
galvanized steel tubes and fittings, boiler tubes, mild steel plates, raw 
cotton, tin plates, black plate, terne plate, aluminum and _ alloys 
thereof, brass, copper, molybdenum wire, nickel, tungsten wire, zine, 
plastic moulding powders, sulfur, sulfuric acid, electric welding rods 
and wire, photographic films, including X-ray film, and rubber tires 
and tubes. 

As sensible and effective as this list appears from the strategic 
viewpoint, it must be judged that promulgation of this list arose from 
causes other than a recognition of the importance of this material to 
the Communists. Rather, it is evident that this action was a result 
of Hong Kong’s inability to procure these items in sufficient 
quantity for its own use from other than United States sources. 
This fact, coupled with the continual pressure of United States 
officials pointing out the inconsistency of guaranteeing end-use of 
specified shipments of these materials without a general prohibition 
of exports of the same articles possibly procured from other sources, 
may be said to have led to the adoption of this long-overdue measure. 

Thus, up to June 25, 1951 (the anniversary of hostilities in Korea), 
the major steps taken in export control were, on the one hand, parallel 
to the major steps taken by the majority of Western European 
countries in respect of commonly accepted highly strategic com- 
modities and armaments, but, on the other hand, were taken be latedly, 
haltingly, and largely only to such degree as would satisfy the most 
vociferous criticism from abroad and would assure an adequate supply 
of materials required for home industries from countries concerned 
that these goods not be transshipped to Communist China. 

During this period there was continual outcry against the United 
States embargo in Hong Kong business and Government circles. 
Undoubtedly, some of this was justified, particularly the “nuisance” 
provisions applying to certain categories of consumer goods. Those 
irritations, however, are the inevitable consequence of extreme 
measures. As of the time of the enactment of a United States embargo 
of Communist China, with restrictions extended to include Hong 
Kong and Macao, extreme measures were not only fully justified and 
necessary, but in the light of the enormous volume of trade to China 
through Hong Kong, long overdue. 


4. June 1961 


The most recent step in import and export controls took place in 
June 1951. [See Exhibit 1, Exportation (Prohibition) (Specified 
Articles) Order, 1951.] On June 21, simultaneous announcement was 
made in the United Kingdom and Hong Kong of new regulations gov- 
erning exports to Communist areas. These announcements were made 
in general catégory terms, not naming the precise items to be placed 
under such control. During the 4-day interval between that an- 
nouncement and the publication (and effective date) of these regula- 
tions on June 25, major shipments of goods then not under prohibition 
took place from Hong Kong to Macao and Canton. According to 
eyewitness reports, shipping space of every sort was at a premium 
those 4 days, and the consensus of official and unofficial estimates 
indicated that between 15,000 and 25,000 tons of all sorts of goods 
moved out of Hong Kong to beat the ban. According to Hong Kong 
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authorities many items so moved were not subject to controls as 
subsequently announced, and many shipments made during this time 
have since been returned to Hong Kong. 

This circumstance of time lag was held by Hong Kong authorities 
to be unavoidable in view of the timing of the United Kingdom 
announcement. Regardless, there seems little excuse for this happen- 
ing since it is evident that this move must have been under con- 
sideration for some time. According to good authority, a further 
byproduct of the particular circumstances of this time lag was that 
during the identical period in the United Kingdom, many products 
were shipped under license to Hong Kong. These products found their 
way to various intermediate points of “transit at which time it was 
discovered that an import license to Hong Kong for the same ma- 
terials would be required and probably denied. Authorities in the 
Hong Kong Department of Commerce and Industry cited several 
cases of applicants who explained they were in this predicament and 
stood to lose greatly on their ventures. 

As to the new orders themselves, the following extract from the 
explanatory note of the order in council is self-explanatory. 

Since the outbreak of the Korean war, Hong Kong has been controlling the 
export from the colony of a wide variety of materials by means of a licensing 
system imposed by virtue of orders made by the Governor in Council under the 
provisions of the Importation and Exportation Ordinance, 1915. 

In compliance with the spirit of the United Nations resolution on the selective 
embargo of strategic materials to China passed on the 18th of May of this year, 
His Majesty’s Government is establishing control by license over exports to 
China and to Hong Kong. In cooperation with His Majesty’s Government, 
and in common with all other colonies, Hong Kong will exercise similar export 
control over an agreed list of strategic materials. 

Accordingly, the purpose of this order is to consolidate and extend to some 
degree, by employing more comprehensive descriptions of specified articles, the 
export controls already being exercised in the colony under the three orders already 
mentioned in paragraph 2. This purpose is achieved by the revocation of the 
said three orders and by combining in the schedule to this order, under compre- 
hensive descriptions, those materials at present specified in the schedules to the 
revoked orders. 

In order to assist further in the effective implementation of His Majesty’s 
Government’s intention, it has also been considered necessary to control by 
license the importation into the colony of the same materials, the export of which, 
except under license, is prohibited by this order. 


These lists, as previously stated, are of a general-category nature. 
In a few cases this represents a weakness in the control picture, par- 
ticularly where the judgment called for on the part of the proposed 
exporter is not necessarily of a technical nature. This applies, for 
example, to “‘strategic grades of mica,” “strategically important plas- 
tics,” “other materials havi ing important applications i in electronics,” 
and ‘ ‘important abrasives.” Such descriptions call for judgment upon 
the part of the exporter (importer) which cannot be properly required 
of him. Thus, any exporter may state that he did not know that poly- 
styrene is a “strategically important plastic’’ or that phlogopite split- 
tings of mica are a “strategic grade of mica.’”’ This also might exempt 
from legal prosecution the exporter who attempts to export these 
articles without license under his own interpretation. In many cases 
it would be better to require all such items to be subject to license, or 
to name specifically or exclude those of agreed nonstrategic nature. 
The former method would undoubtedly be preferable for quantitative 
limitation purposes, but this procedure has a definite point of diminish- 
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ing returns in a place such as Hong Kong with relatively limited ad- 
ministrative personnel. 

Of course, it must become evident from a perusal of these regula- 
tions that they are not automatic, nor that with the publication of 
categories of items is it axiomatic that these goods are not allowed of 
export. Therefore, it is reasonable to conclude that the Hong Kong 
authorities must be utilizing another, more specific and detailed list 
to make administrative judgments as to what particular items fall 
within the prohibited categories. It must not be lost sight of that 
literally these regulations only prohibit export without license. None- 
the-less, the stated purpose of this order is to comply with the ‘‘spirit”’ 
of the UN embargo of strategic materials to China. 

No attempt was made by the subcommittee representative to 
determine the exact nature of the more detailed items to be included 
in or exempted from the general categories cited, since that informa- 
tion is classified. It can be assumed that the list contains all items 
included in previous lists as well as certain additions. Some addi- 
tions were disclosed by operating officials in response to direct ques- 
tions. ‘Thus, the only positive statement that may be made at this 
time is that the list is more inclusive than those previously issued and 
less inclusive than that used by the United States and Canada in 
controlling shipments to the eastern bloc. 

The major means by which to judge the extent and effectiveness of 
the new controls will be an examination of what is actually licensed in 
the post-June 25 period. In this respect, it must be pointed out that 
the statistics regarding Hong Kong trade are in inclusive categories 
which do not entirely satisfy necessary me tions between strategic 
and nonstrategic goods in any given category. This limitation is 
common to almost all statistics today, however, and often results in 
misleading judgments. It would be most desirable that a method 
be devised whereby some examination may be made of actual export 
licenses issued. Lacking publication of specific prohibition on well- 
defined items, the latter method would be necessary to assure United 
States licensing officials as to the effective extent of the new controls. 

In considering the problem of export controls, the importance of 
the complementary orders regulating imports of the same items must 
not be disregarded. This procedure is extremely significant in 
respect of the following several factors: (a) imports in excess of 
requirements can be more readily detected; (6) the procedure would 
apply to those countries which do not require an Essential Supplies 
Certificate; (c) exports from country of origin would have indications 
of acceptance and approval for import by Hong Kong authorities 
(i. e., reduce the volume of exports consigned Hong Kong but not 
intended to reach that port); (¢) provide additional check on actual 
arrival of goods; and (e) establish further guarantee by the Hong 
Kong government that such goods are intended for approved use or 
approved transshipment within the terms of export prohibitions. 

To give due credit to Hong Kong authorities, it must be said that 
that government has for a considerable period received queries from 
other friendly governments as to the proposed end use of prospective 
exports, the reliability of consignees, and the validity of orders placed 
in the names of Hong Kong firms in those countries. Such queries 
“have often resulted in recommendations against shipments,”’ accord- 
ing to Hong Kong authorities. To determine the extent of this 
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practice was not possible, but the subcommittee representative is 
satisfied that this procedure was carried out in enough instances to 
merit comment in this report. 

To sum up, the new policies and export control procedures appear 
to be more nearly adequate than at any previous time. A detailed 
judgment as to their interpretation in respect of shipments of specific 
items to the Communist Asian bloc could not be made by the sub- 
committee representative because of limitation of time. It would 
seem prudent, however, to have the appropriate executive agencies 
undertake immediate and active steps to make such determination 
and to inform the subcommittee, if necessary in executive session. 

It is further evident that it would be desirable to have some adjust- 
ments of definitions of even the general categories referred to above. 
This would be beneficial both to the business community and to the 
governmental operating agencies in Hong Kong. It is elementary 
that the business community can only cooperate and comply when 
adequately informed as to what is expected of it. With regard to the 
disclosure of details of the extent of controls in Hong Kong to United 
States Government executive agencies, it is again evident that the past 
history of Hong Kong exports justifies unusual measures to restore 
confidence in the ability and willmgness of that area to cooperate fully 
with action taken in the defense of common western security interests. 
Some such action would appear justified in the face of the somewhat 
obscure measures presently in effect. In all fairness to the industries of 
Hong Kong itself, which have suffered under the extreme measures 
taken under the press of a cumulatively bad situation, clarification of 
present policies would be beaeficial to the resumption of trade in both 
general and special categories of goods. 





EN he 


i 
! 
| 
: 
. 
4 
. 


C. THE ESSENTIAL SUPPLIES CERTIFICATE 


The Essential Supplies Certificate (ESC) utilized by the Hong 
Kong Government is issued only for those items, other than con- 
sumers’ goods, which are considered essential to the Hong Kong 
community. [See Exhibit 2. Essential Supplies Certificate.]| This 
includes the major number of items on the United States Positive 





List. | 
The importer must file an application and make a declaration to the : 

Hong Kong Department of Commerce and Industry concerning the 

proposed end-use of the item. A field investigation is made of the 


declaration in all new applications, and spot checks are conducted in ; 
the case of firms which make successive applications. Declarations 
must be accompanied by a copy of the original order and contract 
between end-user and importer. Statistical as well as physical checks 
are made of manufacturing establishments. Production figures at 
the end of the month or a given period are checked against imports 
and stock position. 

Hong Kong officials have stated that “almost all countries” require 
an Essential Supplies Certificate for goods generally employed in Hong 
Kong industries. (It has not been ee A to check this, but clearly 


it is not true of several countries in Western Europe, South America, 
the Middle East and some Southeastern Asian states.) 

The ESC is numbered serially (by country of origin) and is issued 
in original only, with stamp and impression seal. No changes, addi- 
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tions, or corrections are allowed, and in cases where such are justified 
to the Department of Commerce and Industry, a new certificate is 
issued. Duplicates are sent to the consulates of certain of the coun- 
tries of origin by the Hong Kong Government. 

Up to June 30, 1951, the Essential Supplies Certificate was purely 
an administrative doc ument, and did not have legislative or legal 
standing, and no legal action was possible on the basis of false applic a= 
tion or false statements. Violators of the Essential Supplies Certifi- 
cate were only denied further certificates. In many cases this punish- 
ment was sufficient since it was tantamount to forci ‘ing the firm out of 
business. No publication of the names of the v iolators was made. 

At the present time, steps are being taken to establish the legal status 
of the certificate. The de lay in suc h action was attributed to a desire 
upon the part of the authorities to explore the possible loopholes in 
the procedure prior to enactment under legal ordinance. 

Aside from the major inconsistency noted above, since corrected by 
the June 25, 1951, exportation and importation order, there are several 
weaknesses yet existing in the administration of this procedure. In- 
spection of requirements of the domestic industries is carried out by a 
staff of only one European and eight Asiatic inspectors. Administra- 
tive personnel number approximately 4 Europeans and 10 Asiatics. 
Inspections are carried out as occasion warrants, but these inspections 
vary considerably. No consistent demands for information are re- 
quired of the inspectors, and in those inspection reports observed by 
the subcommittee investigator, different data were submitted 
almost all reports. Too much initiative in determining what facts 
are indicative of requirements is left to the individual investigator. 
Inspectors are largely untrained (although some have by now ac- 
quired a certain length of experience) and because of the general 
inadvisability of having the same inspectors cover the same locality 
and firms, they are transferred frequently, often to nonrelated duties, 
every 2 or 3 months. This is probably a justified procedure, but has 
an adverse effect on the quality and consistency of inspections. 

The lack of adequate staff is well known and acknowledged by all 
officials concerned. Steps are being taken to obtain additional person- 
nel, and indeed some persons have been added since June 25, 1951. 
However, this operation will suffer further under this handicap unless 
additional personnel is obtained. 

In the light of the new controls announced, particularly the issuance 
of import licenses, as well as export controls, the Essential Supplies 
Certificate takes on added weight as a Government assurance against 
transshipment to undesirable destinations. A very necessary further 
step at this time would be the enactment of regulations which will 
allow legal enforcement, rather than mere administrative action as at 
present. 

D. HONG KONG LAND BORDER CONTROLS 


The border between Hong Kong (new territories) and Communist 
China is approximately 17 miles in extent. This border is controlled 
by a tall barbed-wire-topped fence which stretches almost the entire 
distance. This physical barrier is further supplemented by a stream 
barrier, and blockhouses for lookout stations are either already con- 
structed or under advanced construction along the major portion of 
the border. There are two major points of entry and exit, a highway 
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bridge and the crossing point of the Kowloon-Canton Railway. The 
highway bridge control point is operated in such a manner that trucks 
and automobiles bringing goods to either side of the border are not 
permitted to cross. Cargoes must be unloaded and hand-carried 
across the guarded bridge by Chinese porters. 

Staffing of this point is adequate, both in terms of number of per- 
sonnel, observed work performance, and general caliber of officials. 
Export declarations are required for all articles moving to Communist 
China, and frequent physical checks are made of materials moving— 
both import and export. A fairly detailed log is kept of items. A list 
of items prohibited of export without specific license is kept on hand, 
The subcommittee representative was informed that special school 
training is provided for the inspectors. 

In ® short inspection of the operations of this check point, and a 
perusal of the export log, it was observed that on the day in question, 
the principal items of export were medicines (penicillin), grinding 
wheels and abrasives, automobile parts, microscopes, photographic 
equipment, and some chemicals (dyes), in addition to relatively few 
minor items of no strategic importance. No items on the Hong 
Kong prohibited list were licensed for export from the colony to the 
China mainland. ‘Traffic at this point was not great, but storage 
sheds on the Chinese side of the border were fairly large and approxi- 
mately half full. According to the inspectors, the major items then 
in storage on the Chinese side were medicines. 

According to senior border officials interviewed, smuggling along 
the border is relatively small and, with continual construction of new 
physical barriers, is quite difficult. The major items which are smug- 
gled are rubber tires and tubes and gasoline and petroleum products 
in small drums and cans. Most smuggling attempts are small scale, 
very often one-man attempts. In spite of this, however, caches of 
materials discovered in the area short of the border and apprehended 
moving toward the border are comparatively large. Two days prior 
to the subcommittee representative’s visit to the border, a godown 
(warehouse) containing over HK$600,000 of tires and gasoline had 
been raided approximately 2 miles from the border. This would 
indicate that whereas individual attempts may be small, they appar- 
ently meet with some success since seizures of this magnitude occur 
relatively frequently. The enormous profits associated with these 
types of materials supply considerable incentive not only to the more 
highly organized bands of smugglers, but also particularly to the enter- 
prising individual. 

Rail traffic on the Kowloon-Canton Railway decreased considerably 
since the last quarter of 1950. The average number of trains per day 
at the time of inspection was two. These trains are inspected rigidly 
on both sides of the border. The inspection by Hong Kong author- 
ties is of similar caliber to the other land border, and the supervising 
official at this point appeared particularly well qualified and of long 
experience. The major items observed on the export declarations of 
strategic importance at the time of inspection were: Medicines, grind- 
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ing wheels, accelerators (for rubber manufacturing process), carbon 
black, balances (nonelectronic), auto parts, and microscopes. These 
were not in large quantities, but were common items of transport 
according to officials on duty. At the time of the visit, several sam- 
ples of various chemicals were in storage subject to chemical analysis 
to determine if these items were on the prohibited list. ‘ 

In summary, the land controls compare favorably with similar con- 
trols in other areas in the Far East and are generally superior to many 
observed in Western Europe. This comment extends to the operation, 
however, and not to the actual composition of exports which were 
observed passing over the border. The controls are accurate reflec- 
tions of the letter of the regulations as issued by the Hong Kong 
Government. 


E. SMUGGLING FROM HONG KONG BY SEA 


Because of the geographic features of the Colony, smuggling by sea 
is by far the most utilized means for illegal movement of goods. The 
great numbers of smaller vessels, both motorized and sail-driven, as 
well as the physical contours of the waterside landfall, make policing 
of the movement of smaller craft extremely difficult. Patrols by the 
Marine and Naval force are fairly extensive in the Hong Kong waters. 
The former patrols are somewhat hampered by the few numbers of 
patrol craft, the lack of personnel, and the speed of the patrol vessels 
utilized. Two new craft are being added to the present force of 
patrol craft. There is in operation an incentive reward system for 
seizures of contraband intended to promote diligence in search and 
stimulate informant activity. 

Searches and stoppage of craft leaving and moving through Hong 
Kong waters as observed personally by the subcommittee representa- 
tives were extensive and efficient. These included close inspection 
of cargo and examination of papers (ship registration as well as 
manifest and export declarations). In addition, bunker (fuel) 
quantities were measured and checked against bunker loadings as 
recorded on the ships papers. No instances of attempted smuggling 
were observed directly in the course of this patrol, but minor dis- 
crepancies in bunker content were noted. At the time of observation, 
shipping was at a low ebb following the large shipments which had 
oceurred during the period June 21-25, 1951. 

The record of seizures by revenue authorities as furnished by the 
Hong Kong Colonial Secretariat is as follows: 


Period July 18, 1950, to March 1951, inclusive 


earn ec r - | a“ 

i . a . |Lubricating} Lubricating 
re sene Yiese a] < . : 

| Petrol | Kerosene | Diesel oil Fuel oil oil | grease 








Grand total: 129,909 imperial | 
gallons (155,891 United | 
States gallons) .........-.--- | 31, 874 18, 76914 70, 038 855 8,372}4| 21 drums. 
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April 1951 


{Imperial gallons} 


Lubricating 





Petrol | Kerosene | Diesel oil | Fuel oil oil 
| | | 
Revenue PRA RAL. OE SE SES 64 Nil 137 | Nil | Nil 
Police and Royal Navy -.--.........---..- | 1, 695 5, 37944 3, 195 Nil 3 
ONO i. otccanstciatthintelsemiintans iweownl ‘- 759 5, 37944 3, 332 | Nil | 3 


In addition, revenue authorities seized 15 pounds of vaseline, 800 containers 
made of tinplate, and 64 rolls and 4 packets of photographic film. 


May 1951 


apene avon 








’ 
| | | . 
Petrol | Kerosene | Diesel oil Fuel oil | oo 
ae ‘ ——|- —| i i 
NN ee shea 994 | 1,040 | 5, 736 | Nil| 1, 104 
Police and Royal Navy.. kalnsiodslcal 328 5, 906 | 9, 107 | Nil 2, 613% 
Oe ee 1, 322 | 6, 946 | 14, 843 | Nil | 3, 717% 








In addition, the following other materials were seized: 1,144 Imperial gallons 
and 35 drums of vaseline, 230 pounds paraffin wax, 94 rubber tires, 31 inner tubes, 
52 boxes of photographic paper, 17 boxes X-ray films, 20 bottles sulfuric acid, 18 
eases motor parts, 3 deep-hole-drilling machines, 2 bundles dri'ls and fittings, 606 
sets and 200 pieces of piston rings, 20.75 tons and 65 bundles of tin plate, 12 
bicycle tires, 140 Pathé films and 10 Kodak films, and assorted aeroplane parts. 

While it is not possible to estimate the total of goods which have 
escaped seizure and detection, in the opinion of many officials of long 
experience the successful attempts undoubtedly far outnumber the 
unsuccessful. Estimates range from 3 to 20 times as much gets 
through as is apprehended. 

It must be remembered that the petroleum products listed above 
are under rationing control, both unofficially, as exercised by the oil 
companies themselves and officially by the Hong Kong, United King- 
dom, and United States Governments. Such controls cover domestic 
distribution as well as free-port bunker distribution for oceangomg 
vessels. The international bunker operation allows the loading of 
only so much bunker (oil, coal, and lubricants) as it is estimated will 
take the vessel to its next port of call, or to its destination and return 
if the trip is to Macao or the China coast. Several ships have been 
detected in the past overloading on bunker and subsequently discharg- 
ing the excess into drums which are offloaded onto lighters along the 
coast or directly in Chinese ports. 

It is noteworthy that of the items listed many do not appear on the 
Hong Kong export prohibition lists, but as of the time of apprehension 


aed 


ee ee RS EE ie 


SRDS aha Se ic icraty 


a 





ee ae 


 — — — 


— BO eek eee 4 lof, ee tet oe OS 


a. 2 22 tet be Ch 


~ 


_ pe ote oe Ue 


— Tr 





lia el ihn al ania h nats Mah ia a Red a 


te 





; 
‘ 
j 
; 
f 


pave 































~ 


EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 77 


were allowed to be exported under proper export declaration. Thus, 
the apprehensions frequently were for violations of documentation 
requirements, not for violations of the prohibition of exports to China. 
Under the June 25 controls, export of all these items is prohibited. 

Some of the major devices used by the various smugglers merit 
description to indicate the complexity of the control problem. On 
the matter of petroleum products, a favorite device is for small ships 
to get sufficient fuel to take them to the fishing grounds or to Macao. 
They then are towed or sail to their destinations (usually Macao or to 
a rendezvous with a Communist vessel), discharge their fuel and 
return by the same means for another refueling. Some fishing vessels 
have been known to sail to Macao and, after discharging fuel, buy 
fish for resale in Hong Kong at a small profit. This removes suspicion 
from them, since it would appear that they have completed a legitimate 
voyage. On one occasion a small motor vessel suspected of petroleum 
black-marketing was loaded “mistakenly’’ with such heavy Diesel oil 
that it would have jammed the light-Diesel-fueled engines in perhaps 
20 minutes of operation. Three days later this vessel returned to 
refuel after a “highly satisfactory” voyage. 


F, EXPORTS FROM HONG KONG TO COMMUNIST CHINA, 1951 


Since export statistics are often misleading in not allowing for 
adequate distinctions between strategic and nonstrategic items, there 
is not a great deal to be gained by an exhaustive analysis of the pub- 
lished statistics of trade from Hong Kong. In addition, Hong Kong 
authorities have recognized that the previous method of statistical 
compilation, which was on a value basis, would not accurately indicate 
the actual quantity of goods shipped during any given period. 
Accordingly, new statistics published for 1951 will list quantity figures 
wherever possible and will reflect more precisely the real volume of 
shipments. In view of the relatively great increase in prices of goods 
in world commerce, Hong Kong authorities hope that this sort of 
reporting will show the actual decrease in shipments which did occur 
since December 1950 in many commodities. 

Although publication of Hong Kong trade statistics is delayed _~ 
siderably at the present time (latest publication being that of Jan- 
uary 1951), the Department of Commerce and Industry made a special 
compilation for the subcommittee of selected items up to and including 
May 1951. That compilation is as follows: 
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An analysis of these figures requires yet another refinement. Even 
though the category headings in many cases would indicate goods 
which might be termed of a highly strategic character, the categories 
are still so broad that many items which would be termed non- 
strategic (by most countries other than the United States and Canada) 
are included in the totals. Thus the items ‘‘manufactures of asbestos’’ 
might include everything from house insulation to highly technical 
heat-resistant items. ‘Tools of iron and steel’? may be predominately 
pliers, monkey wrenches, and hammers. The best way, it appears, 
to evaluate the statistics to procure a balanced picture is by the 
perusal of typical manifests of ships which departed for Chinese ports 
from Hong Kong with the approval of the Hong Kong government. 
The subcommittee files contain copies of such manifests as well as 
pertinent extracts from manifests obtained in the course of investi- 
gation from various firms, confidential sources, and public and private 
individuals in Hong Kong. 

The major items, which appear on the numerous manifests observed, 
fall into the category of those commodities which are termed “lesser’’ 
strategic or nonstrategic by most western countries at the present 
time. This fact, of course, would tend to involve a detailed defini- 
tion of what is or is not strategic under the present most commonly 
accepted determinations. Most authorities agree, however, that 
such does not necessarily apply to exports to Communist China as 
it does to exports to the other countries of the Communist-dominated 
bloc. There are two major reasons for this: The first, that the 
Chinese economy and indeed the Chinese war needs, are much more 
primitive and simple than those of most countries. (This same 
comment would also apply to some measure to the less developed 
countries in the Communist bloc.) The second, that the other 
items are embargoed from shipment to the eastern bloc, on the basis 
of embargo to potential enemies with whom we are not direttly 
engaged in armed conflict, whereas the clear and present danger of 
the Chinese war machine is evident. Thus even granting that there 
has not been agreement to the United States total embargo of Com- 
munist China, there is ample evidence that action denying materials 
over and above an embargo of armaments and the most highly 
strategic materials is absolutely necessary in dealing with a country 
presently engaged in armed conflict with UN forces. With this in 
mind, it is hard to understand why many of the items actually shipped 
have proceeded either from western European countries or from Hong 
Kong itself up to the present time. 

Those items which are most numerous in ship manifests and export 
statistics and which have been of inestimable value to the Chinese 
Communist war machine are: iron and steel products including mild 
steel plate, channels, structural steel, pipes, rods, steel angle bars 
wire, pipes (both seamless and black iron), silicon steel sheets, and 
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galvanized iron sheet. Other categories are automotive spare parts, 
asphalt (presently being used to surface runways for jet aircraft in 
China), electrical equipment and appliances, rubber, medicines (par- 
ticularly the antibiotics), ball and ae bearings, abrasives, and grind- 
ing wheels as well as other items such as industrial chemicals, non- 
ferrous metals, and transportation equipment. It is particularly 
noteworthy that although rubber has been embargoed by the British 
“until the end of this year’ (1951), carbon black and rubber accelera- 
tors are still being shipped from Western Europe through Hong Kong 
into Communist China to aid in the processing of rubber stockpiles 
presently there existing. 

The following are lists of materials extracted from manifests of 
ships which went to Communist China on the dates indicated. These 
manifests are typical of the greater part of those observed, and in 
order to afford yet another cross section, vessels of British, Pana- 
manian, Chinese, and Danish registry are given as examples. If, as 
has been testified by the late Admiral Sherman, over 235 ships visited 
Communist Chinese ports in a short period carrying such cargoes, 
there can be little cause to doubt the statements that the Chinese 
aggressors are receiving substantial aid in their war effort from the 


west. 


British ship sailing to Tientsin (Taku Bar) Apr. 27 


7 bales asbestos fiber jointing 
8%-ton mild steel plate 

5 cases ball bearings 

22 tons mild steel angles 

33 tons silicon steel sheets 

6 cases microtomes 

13 cases grinding wheels 

7% tons galvanized pipes 

39 tons rubber smoked sheets 
3% tons round tool steel 

11 tons galvanized iron plain sheets 
2 cases fluroscopes 

2 cases transformers 

15 cases darkroom equipment 

1 electrical blueprinting machine 
1,100 pieces steel boiler tubes 

3 cases steel tubes cuttings 

88 trusses asbestos sheets 

28 cases X-ray units 

17 cases X-ray A. C. C. 

117 bales straight steel tubes 

1 case boiler material 

2 cases single bulb mercury are rectifier 
11 cases enameled copper wire 
30 sets monocular microscopes 

2 cases boring bars 

8 tons galvanized wire shorts 

20 cases dihydrostreptomycin 

4 cases tools 


27, 1951 

1 case hydraulic dynamometer and | me- 
chanical tachometer 

2 cases Wandess cylinder boring bar 

29 sets levels 

12 cases sulfadiazine tablets 

5 cases penicillin 

10 cases microscopes 

13 cases auto parts 

72 bales rubber smoked sheets cuttings 

110 cases automobile parts 

234-ton steel bars 

20 cases bicycles 

21 tons black iron pipes 

3 cases twist drills 

28 tons galvanized iron pipes 

2 cases pyromidon 

10 cases antipyrine 

11 tons galvanized iron corrugated sheets 

2 cases 8S. R. O. ball bearings 

234-ton rubber smoked sheets 

4 cases calculating machines 

4 cases antimalaria drugs 

6 units trucks 

15 cases cutting pliers 

6 torsion balances 

1 case Foster pyrometer 

2 sets refractometers 

12 sets microscopes 

2 cases cylinder boring bar 
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Danish ship sailing for Tsingtao, May 4, 1951 


6 tons British steel flats 

10 sets microscopes 

10 cases X-ray apparatus 

2 cases penicillin and dihydrostrepto- 
mycin 

7% reels steel wire rope 

10 tons galvanized iron sheets 

1 case surgical sets 

181 pieces steel bars 

5 tons mild steel channels 

115 tons galvanized iron sheets 

155 pieces empty drums 

6 tons galvanized iron pipes 

11 case crucibles 

1 case ball bearings 

200 pounds ‘‘Merck”’ penicillin 

20 drums linseed oil 

3 cases sulfadiazene 

20 tons steel shafting 

150 tons nail wire 

14 sets gear cutters 

43 skids silicon steel sheets 


1 case micrometers 

32 tons steel bars 

29 tons iron bars 

73 tons iron plate 

20 drums accelerator (for rubber manu- 
factures) 

125 pieces steel bars 

6 cases pyridine and sulfa powder 

1 case spark plugs 

17 cases balances 

4 cases magnets 

10 tons galvanized iron sheets 

3 cases electric drills 

13 cases laboratory equipment 

7 cases automobile parts 

401 pieces mild steel plate 

1 case amputating sets 

12 barrels grinding wheels 

10 tons silicon steel sheets 

8 cases German crosscut saws 

300 pounds hardness testers 


Panamanian ship to Shanghai, March 22, 1961 


1,782 pieces black iron pipe 

38 bales smoked rubber sheets 

2 cases penicillin 

3 cases rubber offset blanket 

279 coils wire 

2 cases microscopes 

75 pieces stainless-steel sheets 

861 pieces scrap iron 

193 rolls newsprint 

130 bales ribbed smoked sheets No. 3 

105 and 382 bales quebracho extract 

212 pieces mild steel plates 

69 pieces silicon sheets 

40 drums aniline oil 

42 bales smoked rubber sheets 

749 barrels galvanized and black iron 
tubes 


32 barrels black steel-sheet cuttings 
2,429 pieces black iron pipe 

86 bales smoked rubber sheets 

32 casks zine sheets 

100 barrels lithopone 

1,824 pieces black pipe 

36 cases ball bearings 

7 cases motor and accessories 

6 cases sphygmomanometers 

8 pieces scrap iron 

71 barrels new mild steel-plate cuttings 
19 cases tools and hardware 

3 cases pyrometer and accessories 
13 cases steel 

27 drums grinding wheels 
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British ship to Tientsin April 1: 


2 cases penicillin 

23 cases crucibles 

185 bales roofing asphalt 

20 bales smoked rubber sheets 

4 cases projector equipment 

13 cases silicon steel sheets 

459 bales smoked rubber sheets 

17 cases automobile parts 

120 tons black iron pipes 

2 cases perforated steel strips 

1 case anesthetic apparatus 

202 bales lithopone 

1 case receiving tubes 

8 cases testing machines 

1 fuel tank 

2 cases surgical instruments 

3 cases “‘cartel’’ demonstration oscello- 
scope 

2 cases electric drills and hammer 

1 case laboratory flotation machine 

1 case ambiflexoil 

28 cases transformer oil 

3 cases steel tanks 

1 case pump shaft with impeller 

2 cases microscopes 

777 boxes tin plates 

1 case sulfadiazine 

1 case lead plates 

1 case geologic instruments 

590 pieces boiler plates 

5 cases streptomycin 

11 tons lead covered double steel cable 

1 case bearings 

1 case steel belt lacing 


A general perusal of the items, 


given on the manifests, reveals that goods in order 
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2, 1961 


arrels grinding wheels 

ase stre ptomycin 

6 ungalvanized steel wire rope 

4 tons wire rods 

3 cases chemical instruments 

10 bales rubber cuttings 

43 tons cold drawn mild steel bars 

165 tons mild steel plates 

1 case bicycles 

62 cases penicillin 

10 cases Stuart type (type 309) electric 
generators 

40 cases silicon she ets 

47% tons silicon steel sheets 

9 cases grinding wheels 

550 rolls roofing asphalt 

3 cases valve grinding compounds 

49 rolls manila rope 

57 cases automobile parts 

2% tons mild steel angles 

217 pieces mild steel plates 

100 drums zine chloride 

460 pieces empty drums 

10 tons galvanized iron sheets 

792 drums roofing asphalt 

2 cases tramway rail switches 

2 cases volumetric meters 

4 cases sulfadiazine tablets 

2 cases penicillin oil 

45 tons rubber filled cabtype 

32 bundles carbon tool steel 

3 cases sulfaguanidine 

55 bales rubber 

22% tons lead sheets 


y 
7 
1 
5 
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cable 


and the identification of origin as 
of importance 


are predominately from United Kingdom, Belgium, Germany, France, 
United States (transshipped from other countries), and Holland. 
Origin is not limited to these countries; among others, Sweden is the 
major source of ball bearings, Malaya of smoked rubber sheets, Japan 
of various iron and steel manufactures, and medical instruments. 
Almost none of the items shipped are manufactured in Hong Kong, 
but are transshipped or in transit. 

It should be noted at this point that transit trade represents the 
major loophole in almost all export controls to Communist-dominated 
areas. Hong Kong, in common with almost all areas except the 
United States, Canada, and Japan, does not exercise control over 
transit trade. Control at country of source is expected to provide 
that measure of surveillance and restriction which will insure that 
goods consigned to a foreign destination actually arrive there as in- 
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tended. Transit goods going through Hong Kong to the China 
mainland are listed on manifests as “general cargo in transit.” If 
dangerous cargo is contained, this must be made known so that 
suitable anchorage can be arranged. Cargo unloaded in Hong Kong 
for shipment by another vessel, however, is not considered outside the 
Hong Kong regulations, and must submit to export procedures. 

Subcommittee files contain numerous manifests of ships which are 
not as detailed as the foregoing, but which are substantially similar 
with regard to types of goods shipped. Other items which have 
appeared on manifests in the months of March to June 1951, which 
are particularly noteworthy, are: a complete tire-building machine, 
sulfuric acid, carbon rods, aluminum ingots and foil (148 tons in 1 
shipment), high-speed steel, lead plates and sheets, welding rods, zine 
plates, sheets and scrap, carbon black, hardness testers, expansion 
bushings, tin plate, and drawing dies for wire. It is assumed that 
most of these items will be embargoed as a result of the June 1951 
order. Whether other western European countries, the original 
source of many of these goods, will embargo them likewise remains in 
doubt. Direct shipments in transit could still be possible, and no 
doubt doubly profitable. 

It is not possible at the present time to make a detailed analysis 
of the direct or indirect war uses of some of these items in China. 
There are good reasons, however, aside from a determination of 
which goods are used directly in the manufacture of armaments, to 
believe that these goods are filling the very real needs of the Chinese 
Communist war machine. For one thing the Chinese Communists 
have prohibited almost entirely the import of most consumers’ goods, 
both to conserve foreign exchange and to enable rapid industrializa- 
tion of China. Most imports which are permitted are made by trade 
organizations either owned or controlled by the Chinese Red govern- 
ment. Further, China’s efforts are directed toward procurement for 
the war effort with very little, if any, attention given to the needs of 
the civilian population. These facts alone refute the proposition that 
such items are nonstrategic to the Chinese Communists. There 
is no country in the world today embarked upon an armament program 
of any scope whatsoever which is not directing its efforts toward 
allocation of key materials to its armament plant. In the case of 
Communist China, the industries are so undeveloped that these items 
become of prime importance and of relative strategic value to their 
war machine. 


G. MOVEMENT OF SHIPS BYPASSING HONG KONG 


According to well-informed sources and as subsequently confirmed 
by research carried on by members of the staff in the United States, 
there has been an increasing number of ships sailing directly from 
ports other than those commonly touched upon for fuel and on-loading 
and off-loading operations and proceeding directly to the various ports 
on the China coast. ‘These ships proceed directly to Whampoa, 
Tsingtao, Taku Bar (Tientsin), Dairen and, less frequently, Amoy 
and Foochow. ‘The subcommittee has developed (and is constantly 
revising and extending) a list of the names of about a hundred ships 
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which have made calls at Chinese Communist ports since January 1, 
1951. ‘The registry of these is as follows: 

British 

Panamanian 

Norwegian 

Greek__ 

Russian 

Danish . 
The majority of the ships on this list at one time or another cleared 
through Hong Kong and a substantial number make at least two 
trips per month. 

During the time that the subcommittee representative was in 
Hong Kong, at least eight vessels skirted Hong Kong waters and 
went directly to either Tai Shan or Whampoa, river ports which 
service Canton. ‘These ships sailed up the Pearl River to discharge 
their cargoes into lighters for Canton. This method involves greater 
risk and expense since the channels are devious and shifty; the Com- 
munist shore patrols relatively uncoordinated and trigger-happy; 
and the time spent in unloading operations in terms of normal shipping 
practice prohibitive in cost. 

Known to have been carried to Canton in Communist China by 
British vessels were 2,000 tons of high-grade steel and what was 
registered as ‘“‘dangerous cargo’’ (presumably such items as industrial 
chemicals, inflammable fuels or high explosives), aboard the Alpha 
Oranje, which loaded its cargo at Hamburg and Rotterdam. ‘1 his 
vessel of 5,198 gross tons, flying the British flag, arrived at Whampoa 
on June 7, 1951. The Greystoke Castle, a British flag vessel of 8,028 
gross tons, sailed from Gdynia, Poland, behind the iron curtain, carry- 
ing steel rails, synthetic rubber, 30 8-ton 6-wheel trucks, optical 
instruments, and sugar. This vessel arrived at Whampoa on June 
25, 1951. 

The ships of Panamanian registry, covered by the subcommittee 
data collected on the spot, were the Moldova, which arrived at Wham- 
poa on May 12; the Marion (not to be confused with another Marion 
which was stopped at Calcutta and registry papers taken on orders of 
the Panamanian Government) arrived at W hampoa on May 25 from 
Karachi (subsequent information furnished to the ae aes by 
the representative of the Government of Panama revealed that the 
registry of this vessel was canceled upon its return to Hong Kong 
sometime in July); the Atlantic Star, which sailed from Antwerp and 
arrived at Whampoa on May 31; the San Antonio, which arrived at 
Whampoa from Calcutta on June 13; the Fortune Star, which arrived 
on June 21 at Whampoa from Gdynia, Poland; and the San Fernando, 
which arrived on June 22 from Calcutta. 

On the basis of discussions between the United States Government 
and the Government of Panama, as well as the publicity which has 
been given to the use of Panamanian shipping for purposes other than 
approved by Panama or the United Nations, Panama has taken action 
to impound registration papers, and in some. cases to cancel registry 
of Panamanian ships carrying cargo destined for Red China or North 
Korea. It is believed that this procedure, if used by other countries, 
would be very effective in controlling shipping which is being used 
in the same manner. As it is now, the protection of western gov- 
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ernments is extended, by virtue of registry, to vessels carrying those 
very goods with which the Communists jeopardize western security. 

Use by the Communists of a Danish-owned vessel, flying the Danish 
flag and manned by a Danish crew, to carry many tons of strategic 
materials to Red China is typical of the ruses by which the Com- 
munists are getting needed supplies to further their war effort in 
Korea. 

The vessel in question, the Marie Skou, of 5,400 gross tons, went 
directly to Whampoa, China, after bypassing Hong Kong as a port of 
call, although it picked up a pilot in Hong Kong territorial waters 
and much of its cargo was manifested for Hong Kong firms. 

The Marie Skou arrived at W hampoa on June | 10, 1951, having left 
Antwerp, Belgium, on April 28. 

Ironically enough, the vessel was fired upon and severely damaged 
by Communist shore batteries as it entered the Pearl River estuary. 
Apparently it was not realized that the ship was carrying cargo 
destined for delivery to the Communists. 

Danish Embassy officials in Washington to whom the case was 
referred, advised the subcommittee that the vessel had been chartered 
by ¢ ‘zechoslovakian Government-controlled forw arding agents prior 
to the adoption of the United Nations resolution of May 18, 1951, 
banning shipments to Red China. The Danish owners have had no 
say as to the nature or destination of cargoes carried, but the Danish 
Government is considering the circumstances surrounding this voyage 
to determine if there are any grounds for abrogating the contract. 
This could be done, it was explained, if war materials are included 
in the cargo under false description or possibly if the vessel is carrying 
cargo to destinations to which shipments of such items would be 
prohibited by the Danish Government. 

The Danish authorities further made known that the owners of the 
vessel have repeatedly applied for permission to sell the Marie Skou 
to Czechoslovakia but have been denied such permission in con- 
formity with Denmark’s understanding of her responsibilities as a 
member of the Western Community of Nations. When the vessel 
was damaged by Communist batteries south of Canton, the owners 
requested that the Danish Government protest to Peiping, which re- 
quest also was not granted. 

According to the Danish officials, the Danish Steamship Owners 
Association, as a result of the developments regarding the Marie 
Skou, has recently taken measures to prevent Danish vessels, includ- 
ing those on time-charter, from transporting war materials to China 
and Korea. 

The subcommittee received word from authoritative sources that 
the vessel was scheduled to return to Hong Kong, but that it seemed 
highly probable that a number of the items on the manifest would 
have been off-loaded up-river and were never actually intended for 
consignees at Hong Kong. There is reason to believe that orders for 
these materials were placed in their names, possibly without their 
knowledge, in order to obtain export licenses from the European 
countries of origin. 
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According to the 


29 cases of ignition coils 
9 cases of X-ray films 
148 tons lithopone 


2,814 cases of electrodes (154 tons) 


17 cases of motor car parts 


subcommittee’s information, the Marie Skou was 
carrying the followi ing articles, some of which were consigned directly 
from Antwerp to T aku Bar: 


196 tons of galvanized water pipes 
1 case of machinery parts 
153 tons of boiler tubes 


2,077 boiler tubes 


640 seamless steel tubes 


6 cases and 2 crates of acetylene 15 eases of chain pulley blocks 
cutting machines 41 cases of automotive spare parts 
105 tons of insulated telephone cables 3,044 rolls of hoop iron 
103 tons hard drawn electrolytic cop- 1,259 bundles of galvanized tubes 
per wire 2,310 coils of wire rods 
372 tons of mild steel channels 101 bundles of galvanized tubes 
125 pieces of standard beams 796 pieces of new rubber tires 
8,000 bags of ammonium sulphate, white 8 cases of new rubber tubes 
crystals 67 bundles seamless steel boiler tubes 
475 steel drums bituminous asphalt and seamless steel stay tubes 
78 tons black iron pipes 85 drums of sodium silicate 
17 bales of carbonized lamb wool 342 railroad rails (885 tons) 
1 drum Metrols 27 fiber drums of DDT powder 


Of the above items, many of which undoubtedly have found their 
way into the hands of the Chinese Communists, subcommittee files 
indicate that the X-ray films and the ignition coils were from Switzer- 
land, approximately 300 tons of the steel came from France, and 175 
tons of the iron bars, electrodes, and seamless boiler tubes and fittings 
were of German origin. The tires and tubes were from the United 
Kingdom. 

With the exception of a few miscellaneous items, the Marie Skou’s 
cargo contained war materials of extremely critical nature to the 
Chinese Communists. The devious manner and method by which 
these goods have been cleared for export and transported illustrates 
dramatically the length to which the Communists are going to main- 
tain a flow of needed supplies. The irony of the situation lies in the 
fact that a vessel under the protection of the Danish Government has 
carried goods to China which undoubtedly would have been pro- 
hibited from export to such destination from Denmark. While this 
is a spectacular illustration of Communist tactics, unfortunately it 
does not seem to be an isolated case. As noted elsewhere in this 
report, similar situations involve shipments in vessels registered under 
other western flags. 


H. SHIPMENTS TO COMMUNIST CHINA ON CANADIAN-REGISTERED 
VESSELS 


In view of the then current controversy in the Canadian press 
concerning the service rendered by Canadian-registered river vessels 
plying between Hong Kong and Canton, a special effort was made to 
determine the facts. These vessels, five river steamers previously 
built for the Yangtze River traffic and subsequently transferred to 
Hong Kong, are owned by the Ming Sung Industrial Co. (Canada), 
Ltd. "Galan of Hong Kong), and according to the Canadian Gov ern- 
ment, retain Canadian registry in view of liens on the property by 
Canadian financial interests. They are owned and operated, however, 
by the Chinese company, and are the only regular western-flag vesse 13 
on the Hong Kong-Canton run. 
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It was ascertained that these vessels have been carrving cargoes 
containing the following individual shipments, as well as items of 
general categories listed below which would be prohibited of shipment 
by the Canadian Government to Communist China, yet which enjoy 
the protection of the Canadian flag on such voyages: 

During second quarter 1951: 
Over 3,000 tons ribbed smoked rubber sheets 
110 tons silicon steel sheets 
600 tons (approximately) galvanized iron pipes, corrugated iron bars, steel 
angles, iron rods and black iron pipe 
200 drums asphalt 
30 tons rubber cuttings 
Various smaller quantities: 
High-speed analytical balances 
Surgical instruments 
Boiler compound 
Microscopes 
Electrical apparatus 
Penicillin 
Quebracho extract 
1 package standard radium containers 

Movement of these vessels has not met with interference by Chinese 

Communist authorities. 


I. EFFECTS OF UNITED STATES EMBARGO MEASURES 


1. General 

No definite evaluation can yet be made of the effect of the United 
States Embargo of December 1950 on shipments to Communist 
China. That there has been an effect of some measure cannot be 
denied, particularly judging by the redoubled efforts, both overt and 
covert, of the Chinese to procure goods in other parts of the Western 
World previously obtained principally from the United States. 
Because of the nature of United States export controls previous to 
the promulgation of the Tl and T2 orders by the United States 
Maritime Administration, Department of Commerce, the direct effect 
on the military potential of the Red regime is undoubtedly negligible. 
The indirect effect, by creating disruptive shortages and generally 
affecting the morale, rate of production, and value of specific indus- 
tries to the Communists, according to almost all observers, has been 
appreciable. There can be little doubt, however, that in the absence 
of a similar embargo by other countries, the effect of this measure by 
the United States will be short-lived. It appears unlikely at present 
that other countries will take further steps, particularly if a ‘‘cease- 
fire’ is achieved in Korea. Moral considerations aside, it is more than 
likely that a similar embargo by all other western countries would 
also have only a limited effect which certainly would not deal a death 
blow to the Communist Chinese war potential. Economic embargo, 
however, has never been an ultimately decisive device for alone 
destroying the war potential of any country except one completely 
dependent on imports. It must always be remembered that.embargoes 
as such are only a part of the total action which must be taken in 
resisting aggressors, present or potential. 

Like most extreme and emergency measures, however, the embargo 
of China, and additional restrictive measures applied to Hong Kong 
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and Macao, has acted as a two-edged sword, particularly in its 
restrictions on Hong Kong. This is not to argue that it was not 
necessary to institute such controls on shipments to Hong Kong. 
There are, however, grounds for criticizing the administration of these 
export controls in certain specific respects. 

The first of these is in regard to delay in the action which has been 
taken to settle the matter of shipments off-loaded while en route to 
Hong Kong firms. Many shipments are still stored in such ports as 
Kobe, Yokohama, Honolulu, Seattle, and Manila. Many such 
cargoes have remained in storage since December 1950, at great ex- 
pense to the purchasers in Hong Kong, many of which are legitimate 
firms, and the shipments constitute actual requirements of domestic 
industries. United States authorities in Hong Kong have recom- 
mended the release of many of these goods, but there has been no fast 
or decisive action by United States agencies. While it is true that in 
some cases the innocent must suffer with the guilty, delays of as much 
as 6 months in many of the cases would appear difficult to justify. 

The second category of criticism is with regard to many items which 
are not being licensed to Hong Kong or are on quota restriction where 
the item is of a consumer-goods type, is prohibited of export to Com- 
munist China, and in some cases even denied of import into Communist 
China by the Chinese themselves. Admittedly, these items are few in 
number, but they do not add to respect for our machinery or basis for 
controlling exports to this area. Phonograph records are an example 
of this situation. These records were practically banned from the 
beginning of the embargo, subsequently, were on quantitative control, 
and only very recently have been allowed to be exported less restrict- 
edly. Tobacco and cigarette paper also fall in this category. 

A more important item to Hong Kong, but of less clear status, is 
cotton. Hong Kong has at present a textile industry of approxi- 
mately 200,000 spindles. This industry has received no allocations 
of cotton since December 1950. It is evident, however, that the 
industry would need and use all low-priced United States cotton made 
available. Raw cotton is embargoed to China and the textile gray 
and finished goods are in most cases prohibited of import into China 
by the Communists. More importantly, the industry is new and 
owned and operated largely by refugee Chinese. ‘These factories are 
greatly dependent on low-cost cotton to maintain competitive posi- 
tions. They are even now embarking on filling orders for United 
Kingdom and Australian defense needs. Continued denial would not 
appear to be in our interest. In event of violation of conditions under 
which shipment may be resumed, this supply could be immediately 
shut off. The United States cannot afford to lose friends in Asia who 
are showing the ability and intent to “make their own way.” This 
applies to many of the industries of Hong Kong, and licensing agencies 
should be more sensitive to these situations. 

It is significant, however, that many of the complaints registered 
in Hon ~ against export prohibitions by the United States are 
unjustified. These are with regard to items which admittedly could 
be shipped to Hong Kong with full assurance and security, but which 
are in ion supply in the United States. Also, many of the items are 
restricted and allocated to essential uses in line with defense mobiliza- 
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tion. The use of such materials in manufacture of items not allowed 
to be made in the United States would be unjust and foolish. Many 
of the items required by Hong Kong industries fall in this category. 

From all reports, it is possible to state that the Foreign Assets 
Control Act provisions have been carried out adequately by the 
United States agencies responsible. This has involved the blocking 
of numerous substantial amounts of dollar currency held in places 
accessible of blocking and has had some effect on Chinese Communist 
foreign exchange availability. It is evident, however, that this effort 
is extremely one-sided in view of the lack of similar measures by other 
countries. The high incidence of gold turn-over on the various free 
markets, in the opinion of financial experts, indicates that gold specie 
transfer now constitutes a major source of foreign exchange for the 
Chinese Communist regime. 

2. Activities of United States officials in the Far East 

Except as noted elsewhere in this report, the administration in the 
United States of export controls and policies affecting trade with the 
Far East appears to be satisfactory, particularly in view of the frequent 
and complex changes in situation in that area. 

United States representatives in the Far East charged with carry- 
ing out our export controls and policies present a mixed picture. 
Generally it can be stated that staffs having these functions are 
understrength in qualified or trained personnel. Several officers are 
exceptionally well qualified, but because of the assignment of other 
responsibilities and lack of adequate staff assistance, are severely 
hampered in carrying out end-use checks on United States exports, 
investigations of alleged transshipments, and studies of export con- 
trols and policies in their respective areas. Intelligence activities in 
support of this function are not organized or coordinated on the scale 
or priority which is necessary, particularly in obtaining intelligence 
on illegal practices and movement of goods. Interarea coordination 
is not extensive, and there has been little exchange of information on 
techniques, special problems, and leads to information on prohibited 
trade. 

Officials in this program, as of the time of the investigation, had 
not been adequately informed of developments in the United States 
and in Western Europe, and had not been furnished with sufficient 
information on policy determinations, progress of negotiations with 
other countries, and measures which had been placed in effect in 
other areas. This severely hampered them in negotiations with local 
governments. 

These observations indicate that there has been no comprehensive 
and coordinated area program. An attempt to achieve this was made 
last year with an area conference to discuss this problem, but there 
is no evidence of a follow-up on the part of agencies in Washington, 
If the United States Government is to be kept fully informed on 
trade in strategic materials in the Far East, efforts to staff and 
coordinate this program adequately are imperative. 
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Ill. Macao as A Source or Srratecic MATERIALS 


Since Macao has figured so prominently in the press as a source of 
strategic material transshipment to Communist China, a short 2-day 
tour of Macao was made on July 7 and 8, 1951. A survey was made 
of the major docking facilities (numbered wharves), as well as the 
major observable storage points for petroleum products. On the basis 
of a report that an appreciable amount of actual shipments were made 
during the night, inspections at this time were also conducted. 

On pier 23, a motorized junk was observed at 2:30 p. m., July 7 
loading approximately 250 (53 gallon) drums of light Diesel and lubri- 
cating “oil. The Portuguese guard of this pier, upon inquiry, stated 
that the junk was sailing that same afternoon for Canton. This ship- 
ment was in used drums and was definitely ascertained to be in part 
light Diesel oil, on the basis of leakage observed on the trucks bringing 
the fuel to the pier. At least two drums were identified as being lubri- 
cating oil on the basis of observed leakage from those drums which 
were ‘standing 1 ready for loading. 

At approximately 3:30 a. m. on the morning of July 8, a motor 
vessel was observed loading approximately 150 drums of petroleum 
products at pier 21. It was not possible to identify the types. Upon 
interrogation, the guard of this vessel revealed that this was destined 
for Kongmoon, China. 

On July 7, an inspection was made of the land exit from Macao to 
the China mainland, and an inspection was made of the log of ve- 
hicular traffic kept by the Portuguese troops. This revealed that as of 
approximately 11:30 a. m., 16 trucks had gone from Macao to China. 
Only one shipment was described as containing machinery and the 
others were listed either as containing consumer goods or as “empty.” 

During June the manifest of a vessel loading in Macao was observed 
by a responsible source listing shipment for Kongmoon, China, of 200 
drums and 500 tins of kerosene, 500 drums of gasoline, 50 drums of 
lubricating oil, and 20 drums of vaseline. In view of the fact that 
many petroleum products cannot be safely stored in outdoor storage 
places, it is hichly probable that many of the covered godowns on 
Macao contain appreciable quantities of fuel. 

On July 8 a tour was made of the godowns and storage places on 
Green Island, the promontory of Macao nearest the China mainland. 
A total of five major dumps and godowns were observed which were 
not under the auspices of the major oil companies in Macao. The 
Green Island promontory was virtually ringed with petroleum dumps. 
“ach of the dumps had varying amounts of empty and full drums 
(usually determined as full drums standing and empty drums lying 
on the side). It is estimated that a total of four to five thousand 
drums were plainly visible in the various dumps, of which approxi- 
mately 40 percent, or somewhat over 2,000, appeared to be full. 

On the far end of Green Island by the Macao water-pumping 
station, there were two major dumps in which drums were being filled 
and there was continual traffic brmging drums to these depots. Just 
opposite these dumps, lying approximately 400 yards offshore, was 
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a camouflaged gunboat flying what appeared to be three red flags. 
This gunboat was not positively identified as Communist, but, on the 
basis of subsequent queries concerning the frequency of visits to 
Macao waters by gunboats and the rare fact of its being camouflaged, 
it is reasonable to assume that identity. 

There did not appear at the time to be any traffic between the 
petroleum dumps and the gunboat, but it would have been easily 
possible to load small boats and send them out in the space of 15 to 
20 minutes. Several covered godowns were also observed to contain 
petroleum drums, but since it was not possible to view the interiors 
completely, no estimate is made of the amount which may have been 
contained in these storage warehouses. 

Several enclosed godowns, other than those of the petroleum com- 
panies themselves, were observed to contain full drums of petroleum 
and one godown was observed which contained at least 60 to 80 sets of 
new rubber tires. It may be assumed that the major stores observed 
in storage places other than those of the major oil companies were 
uncontrolled. 

On the basis of reports from other sources, it is evident that a sig- 
nificant source of these fuels continues to be that which is pumped from 
the tanks of incoming ships, fishing boats, etc. 

It was not possible to determine the ownership of the various go- 
downs containing the unguarded amounts of fuel and petroleum prod- 
ucts. In addition, according to most of the people employed in these 
various storage places, the goods are bought and sold on the open 
market. 

Several more authoritative surveys of the situation with regard to 
petroleum supplies in Macao have been made by various official and 
unofficial sources. A short period previous to the inspection by the 
subcommittee representative, a survey revealed that there were ap- 
proximately 7,230 full drums of petroleum products in Macao which 
were not under control of the oil companies. At this time (June 1951) 
the semiofficial inventory of all oil companies was 4,230 drums. The 
amount of official sales by the controlled oil companies in Macao 
through the period January to May 1951, was 5,234 drums of Diesel 
fuel oil, lubricating oil, gasoline, and kerosene. These figures indi- 
cate that the amount of full drums stored in godowns and not under 
control (7,230) is almost one and one-half times the total legal sales 
in § months of 1951. According to other sources, these godowns have 
a complete turnover approximately once every 2 months or so. This 
would mean that the uncontrolled sales of petroleum products during 
the identical period would total perhaps as much as 22,500 drums. 
Illegal sales would thus be approximately 430 percent more than the 
legal. The legal shipments of petroleum products to Macao. as con- 
trolled by Hong Kong authorities are deemed by the British officials 
to be sufficient for the legitimate needs of Macao. Some officials 
have — grave doubt that even this amount is actually re- 
quired. 

The above facts are in substantial agreement with the observations 
of responsible United States officials in this area. 

The source of the additional supplies of petroleum observed at 
Macao could not be ascertained directly. However, most: qualified 





EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 93 


persons agree that the excess bunker, fishing-vessel offloading, and 
smuggling from Hong Kong do not account for these vast quantities 
of uncontrolled petroleum products. Reports are current that there 
is movement of petroleum products by means of smaller coastal steam- 
ers from southeastern Asian areas which are offloaded into lighters 
and junks and brought into Macao. No evidence has been obtained 
as yet to substantiate this possibility. 


IV. CuInesE NATIONALIST ACTIVITIES 


Only a short examination of the Chinese Nationalist activities 
in blockading and attempting to halt the flow of strategic materials 
to the Communist mainland was possible. In the time available 
some information was furnished the subcommittee representative, 
but most of this proved to be outdated or impossible of confirmation. 
The major contribution having a bearing on this investigation is the 
following table (incomplete) of vessels intercepted between Sep- 
tember 1949 and June 1951. Ships cargoes intercepted prior to the 
Korean conflict are here listed as an indication of the type of materials 
needed by the Communists at the time when controls on shipments 
to China were not as extensive as at present. Particularly important 
is the fact that these items are similar to those observed in the past 
2 months as going in large quantities. (See Hong Kong Exports to 


China.) 
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A complete photostatic copy of the manifest of the West German 
vessel the Mai Rickmers is in the subcommittee files. [Copy attached 
as Exhibit 3.] 

It is evident that there is no well-organized and competently oper- 
ating agency in the Nationalist Government which is capable of as- 
sisting in any strategic embargo of the Communist mainland which 
would be in Nationalist Government self-interest. The natural avail- 
ability of sources of information regarding conditions on the mainland 
in the war industries, details on shipments and sources of supply of 
war potential materials from other areas, as well as fairly accurate 
information on the effect of the various méasures employed by other 
countries, would be of inestimable value in resolving the many dis- 
putes regarding trade with the mainland. This function, which the 
Nationalists are in the best position to carry out, would directly serve 
the many interests that Nationalist China has in common with other 
members of the UN in attempting to restrict exports of items useful 
to the Communist war effort. That such is not done to any substan- 
tial degree is adding vet.another handicap to positive action necessary 
n the interests of UN security. 


V. Cuinese Communist FirMs AND PuRCHASING AGENCIES 


The subcommittee files contain the names of over 41 Chinese owned 
and operated agencies which are known to be either purchasing agents 
or business agents for the Communist Chinese in Hong Kong and 
other Far Eastern locations. The names of these firms are known to 
United States Government and foreign agencies and are on the watch 
lists of those agencies concerned with either financial or trade trans- 
actions. Many of these organizations are very large; one, in Hong 
Kong within the past year has had as many as 300 employees direc tly 
engaged. These firms handle normal business transactions, i. e., 
wholesale and retail, as well as attempt major procurement for the 
Chinese Communist Government. As of the time the subcommittee 
representative was in the Far East, informed official as well as unofficial 
sources confirmed that with the advent of new controls and the tight- 
ening of export controls particularly in Hong Kong and Singapore, a 
major exodus is now under way of many of these firms and branch 
offices to other areas in southeastern Asia, where the possibilities of 
unhampered or unrestrained operations are greater. 

From time to time these agencies, as well as affiliated groups in 
Western Europe, are circularized by the principal procurement offices 
of the Chinese Government with lists of urgent requirements for 
purchase (see export controls and policies hearings on Western Ger- 
many). Market fluctuations in Hong Kong are very often directly 
traceable to such efforts on the part of the Chinese Communists to 
fill orders as placed with these procurement groups by that Govern- 
ment. Only one sample of an urgent list of supplies attempted to be 
purchased by the Chinese Communist Government was obtainable 
by the subcommittee representative. The information was obtained 
directly from Chinese agencies in Peiping as of approximately March 
of this year. This list “of supplies, although obviously incomplete, 
contains extremely high priority items. It includes, in addition, a 
discussion of export goods to be offered in exchange for the above 
items or to be offered for direct sale (direct translation) : 
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List of supplies to be purchased 
{Goods with (*) are urgently needed and must be bought at all costs] 


A. The Chinese (Communist) Navy urgently needs 80 ships to be acquired under 
the following conditions: Costs are to be quoted in pounds sterling, with 
blueprint of the ships. Ships will be purchased only after examination. 

1. Age of vessel: Not over 20 years. 

2. Fuel: Preferably coal-burning, but wood-burning will suffice. 

3. Dead weight: 2,000—8,000 tons, 

4. Speed: 14-16 knots. 

5. Draft: 18-25 feet. 

6. Delivery: The ships must be delivered at ports of this country 
(China). You [purchasing agent] should ask the sellers to pay the 
commission. ‘The price (will be as) stipulated in article 18 passed 
in the year preceding. Because (this order) was voluntarily 
canceled by the American company which quoted the prices, new 
channels must be resorted to in order to make it up. 

*B. Rail 38-43 KG/meters fishplates, tie plates, bolts, and nuts (the definite 
figure was found in the letter of commission from the railway department 
to the import company, about 20,000 tons). 

*C. Motorcycles with side cars (1,000): Samples must first be sent for inspection. 

D. Bicycles: 5,000. 

Sewing machines: 1,000 motor and treadle (200w). 

E. Ethyl fluid antiknocking agent PB (C.HS). 

F. 1. White spirits for cleaning machinery. 

2. Accessories for antiaircraft. 

3. Landing boats (the more the better). 
4. Submarines. 

5. Accessories for airplanes. 

6. 500 commercial boats. 

*G. Gasoline: 67.2-70.0 octane. Each drum costs ec. i. f. Taku Bar HK$291, 
first lot, 20,000 drums. Prices authorized on March 9. 

H. [ron plate: 

9.5 millimeter gage: 20,000 tons. 

2.5 millimeter gage: 6,000 tons. 

3-4 millimeter gage: 5,000 tons. 

Width: 4 feet. 

Length: 8 feet and above. 

I. Airplane tires: Front wheel (500 150), back wheel (20080), front wheel 
(600 « 180), back wheel (255 110), front wheei (570 140), back wheel 
(400 150), front wheel (650 200), back wheel (300 125), front wheel 
(900 « 300), back wheel (800 125). The goods must be bought by foreign 
exchange, not by barter trading. They must be manufactured after 1948. 

J. Equipment for hydrogen factories: To produce 200 flasks every 8 hours; 

each flask to contain 90 kilograms. 

K. Equipment for packing gasoline: To produce 1,500-2,000 drums every 8 
hours. 

L. Complete equipment for making gasoline drums: As a standard, to produce 

1,500—2,000 drums every 8 hours. 

*M. Complete machinery for manufacturing gunny bags: To produce 1,000- 
2,000 every day. Detailed list of exports must be sent to the three organi- 
zations. 

Export exchange: Customs iron ore—EXB Kwang-si manganese ore must be 
exchanged with imported iron and steel. 

In addition there are 1,000 tons of cottonseed oil and 1,000 tons of cottonseed 
cakes produced by the cotton factory of Liu Tung Provinee. Daily production 
is 40 tons. Regular production every year is 20,000 tons. Orders for goods would 
be welcomed. The cotton essence oil is a 1951 product. 


STANDARD 
Specific gravity.....-.--- ane bi etahioe Bae WEA es =e --- 0, 921-0. 924 
Refractive index-_--_- ~~ ---- SE a es fer a i Eg .-.. 14, 703-14, 730 
Saponification value - - - --- sath Sie acat ana tite oa oes nial pes 193-195 
Acid value-.-- - - - - morn nie wits Var tr oe ed tee eS SB 1.0 
Nonsaponifiable substance- - ~~~ - --- j Pee BSS ee eli 0. 7-1. 6 
Todine value - -- -- -- galagcs bi iain cw aatecha ee rick ke Asante ile thine’ 105-124 
Foreign materials and moisture__--_-_----------- bhakti 0. 2 


(Cottonseed cakes are products of 1951.) 
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SPECIFICATIONS 
Water 
Nitrogen 
I oi a iis easier vane beind Bokeh en Condens (percent) _ - id 
Coarse protein 
Ash content. -...--- 


VI. SmueGuine From tHe Unitrep Stratres-Conrro_itep RyvuKkyvs 


The fact that smuggling activities are not restricted to Hong Kong 
firms, individuals, and carriers is emphasized by the marked increase 
in smuggling to the Chinese Communists from’ an area which is pre- 
sently under United States Government control and supervision. 
This smuggling has been carried on in appreciable quantities during 
May, June, and July of 1951. Obviously, the only accurate informa- 
tion available relates to those attempts which have been thwarted 
by detection and prosecution and there is little on which to base an 
estimate of what goes undetected. 

The following cases (presented chronologically) have been brought 
to the attention of United States authorities by the Hong Kong 
government. On May 18, 1951, a motorized junk from Okinawa 
called the Ai An (Cantonese Tak On) was apprehended in Hong Kong 
waters by Hong Kong revenue cutters. This junk contained 30 
drums of lubricating oil, some of which was in original containers 
inscribed “‘ Pennzoil Co., Los Angeles—USA-OTILA.” At the time 
of apprehension, this junk claimed to be bound for Macao. The 
cargo was unmanifested and was ordered removed from the vessel 
and the vessel allowed to proceed. 

On May 26, 1951, the Tokara Maru (Cantonese Po Yuen) was 
apprehended. This carried 48 drums of lubricating oil inscribed 
“Union Oil Co., Los Angeles—Engine Oil,’”’ 200 piculs (133 pounds 
per picul) brass shell cases, and 66 military heavy-duty tires. This 
cargo was manifested for Macao. 

On June 5, 1951, the motor- junk Peiwa Maru, carrying 12 drums 
and 93 tins (5 gallons each) of lubricating oil, 110 slightly used heavy- 
duty truck tires (53 of which contained United States military mark- 
ings), 117 inner tubes and 2 bundles of tire flaps. This cargo was 
confiscated by Hong Kong officials and the vessel allowed to depart. 

Another Ryukyuan junk intercepted at about the same time carried 
scrap-aircraft aluminum, scrap lead, high-speed Diesel oil in drums 
(marked “U. S. military”), new heavy-duty truck tires (“U. 
military’), used inner tubes and truck wheels. One of the more 
recent cases on which information is available was the Kaiyu Maru 
which was carrying 40 drums and 118 tins of lubricating oil, 86 truck 
wheel rims with tires, 78 new tires, 39 inner tubes and 200 piculs brass 
shell cases. Ejighty-eight of the tires apprehended were marked 
“U.S. military.” 

During the first week in July, the subcommittee representative 
boarded two additional Ryukyuan junks which carried approximately 
50 drums of lubricating oil, 16 drums of gasoline, and approxi- 
mately three-quarters ton of brass shell cases. These junks had been 
apprehended and were awaiting verdict of the Maritime Court in 
Hong Kong as to disposition of the cargo. 

Further authoritative reports have indicated that there are a con- 
siderable number of instances where motor junks from the Ryukyus 
rendezvous off the island of Kai Keng (Macao waters) with Hong 
Kong motor vessels for transport to Macao. It is reported that 300 
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drums of lubricating oil were transferred by this means in one short 
period of time. 

According to other reports, entry permits to Macao for Ryukyuan 
junks appearing there without proper description have been refused 
In some cases. According to reports from Macao authorities, four 
junks refused entry proceeded further up-river to Chinese waters and 
discharged 600 drums of lubricating oil, 1,600 tires and 700 piculs of 
brass-shell cases. 

Most of the smuggling trade from the United States-controlled 
territories in the Far East is carried on to and through Macao waters 
largely because of previous cases of seizures of ships and cargoes by 
the Chinese Communists when these vessels have touched directly 
on the Chinese mainland. The desirability of meeting Communist 
purchasers in so-called ‘neutral waters’ and arranging transshipment 
is self-evident in view of the risks involved in dealing in such trade in 
locations directly under the control of the Chinese Communist 
authorities. 

The magnitude and frequency of such shipments from Japanese 
waters has proven of considerable embarrassment to United States 
authorities in pressing for more adequate measures to cope with smug- 
gling in far eastern areas. In the brief discussions with United States 
authorities responsible for the Ryukyuan territory, it is apparent that 
the principal difficulties are the geographical situation and the propen- 
sity of the native population to engage in high-profit (though illegal) 
ventures, a trait which is common to all areas of the Far East. 
Most of the stores from the Ryukyus have undoubtedly been stolen 
or procured illegally, possibly even with the assistance of United 
States personnel, from the enormous military stores in the Ryukyu 
area. It was not possible to observe directly the control measures 
over such illegal channels of trade. Judging by results, however, it is 
evident that new and far-reaching efforts must be made by United 
States authorities to halt such traffic, particularly in these indisputably 
highly strategic materials. It is particularly ironic and definitely to 
the prejudic e of United States prestige in the Far East, that such trade 
is occurring from our very own bases. 


VII. Export ContTrROoLs IN JAPAN 


Directives and legislation 

Prior to December 1949, all international trade in strategic items 
from Japan was directly controlled by SCAP on the basis of the 
United States lists. This control was extensive and completely 
supervised by United States officials. The only major inadequacy 
during this period was the infrequency of end-use checks on Japanese 
exports, a procedure which was then only coming into practice in 
certain critical areas. This situation continued into 1950, and this 
activity did not assume its present proportions until discovery of sig- 
nificant transshipment of Japanese products through the United 
States, with the result that the Senate subcommittee inquired into 
several specific cases in October and November of 1950. 

On December 1, 1949, new foreign exchange and export controls 
procedures were announced. At that time, a list of broad-category 
items was published, calling for submission of export license appli- 
cations for items enumerated to the Ministry of International Trade 
and Industry (MITI). These applications were in turn submitted 
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to SCAP for approval or disapproval on the basis of screening criteria 
then in force—which followed almost exactly the pattern of United 
States controls. This procedure had many advantages—particularly 
since the list was in such broad categories that there was assurance 
that hair-splitting decisions as to the inclusion of given articles or 
components on the embargo lists were not made on lower, nontech- 
nical levels, and false description of items or other attempted evasions 
were less possible. No reasons were given to either ministry or ex- 
porters for refusal of licenses. 

SCAP Information Memo No. 27 of December 30, 1950, further 
extended the list of items subject to export license, and added several 
very valuable control techniques. Foremost among these were: 
license controls applied also to goods unladen in Japanese ports; end- 
use information must be certified by exporter; application information 
must be certified to by exporter; and analysis and more complete 
commodity descriptions must be submitted for given items. 

Directives relating to bills of lading for export shipment as issued 
in SCAP Information Memo No. 28 [see exhibit 4], constitute a step of 
possible questionable legality but of obvious good intent and practical 

value. This calls for placing esponsibility upon a carrier for main- 
taining a through bill of lading unless the bill is changed with the 
express permission of SCAP, This provision is being observed in 
practice as far as is known, and had not been challe nged by foreign 
carriers. There is no question that this directive is fully applicable 
to Japanese and United States carriers, and constitutes a very worth- 
while step in export controls. This provision has been further altered 
in SCAP Information Memo No. 30 [see exhibit 5], April 13, 1951. 

An even more extensive list of exports requiring specific license was 
issued on June 8, 1951 to keep abreast of latest changes in strategic 
categories and to establish more control on short supply items. 

Adequate provisions for prosecution and fines and penalties for 
violation of export controls have been made in both SCAP and 
Japanese legislation and directives. 

No appreciable number of violations of export-control regulations 
has occurred to the knowledge of authorities. This is apparently 
not indicative of lack of supervision, but is largely a result of what 
appears to be conscientious adherence at this time by the Japanese 
business community to directives issued. 


Customs controls and ¢ nforce ment 

Customs control is rendered greatly simplified in Japan as con- 
trasted to many Western European countries in that there are only 
13 ports of importance in international commerce. 

There are no particular techniques of customs functions unique 
to Japan which merit comment. Many circumstances which de- 
tract from adequate customs supervision, such as overcrowding of 
facilities and lack of inspection space and inspection equipment, are 
a direct result of extensive use of Japanese port facilities as operating 
bases of supply for the Korean War, and are apparent to officials 
concerned. 

Several inadequacies of present customs organization are apparent 
from a review of this service. The chief of these is the decentralized 
nature of customs operations. Each of the six customs districts is 
autonomous in many ways, and there are few formal provisions for the 
necessary working-level exchange of information, review of common 
problems in everyday operations, etc. Such circumstances would 
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inevitably lead to nonuniformity in handling of customs problems, 
as well as inconsistent export control measures. This would partic- 
ularly apply to inspections of export cargo, where minimum standards 
of inspection are not set down, and consistent enforcement and super- 
vision by a higher supervisory body is not present. C ‘entral super- 
vision and inspection of a customs service is mandatory to an adequate 
standard of performance of an operation which by its very nature 
may easily be subject to corruption, bribery, and possible submission 
to local pressures and interest. 

Particularly lacking is an adequate and centrally-controlled en- 
forcement and investigative service. This is a prerequisite of good 
customs operations. 

Inadequacies in respect of lack of experienced personnel, presently 
inadequate training facilities and activities, as well as low pay and 
inadequate numbers of personnel are known, and attempts are being 
made to correct this phase of operations to enforce customs control. 
With full Japanese sovereignty and the removal of many obstacles 
to exports of security implication as presently enforced by the occupa- 
tion, organization of Japanese customs to meet the additional strain 
of already heavily taxed resources must be greatly accelerated. 


Post-treaty problems 


The major export-control problem is one which should be dealt «with 
before a peace treaty with Japan goes into effect. It arises from the 
method followed up to the present in SCAP review of export license 
applications, whereby they are simply approved or disapproved 
without oes vussion except of a minor technical nature with the 
responsible J Japanese officials. 

There is very little question that the Japanese Government will 
continue to support export controls for ite mn of a strategic nature 
to the eastern bloc. It is apparent that the Japanese officials agree 
with the intent of export controls, and that they would not meet any 
popular opposition to a system of continued controls. It is also 
apparent, however, that continuation of present policy by a fully 
sovereign government will have a 0 h different aspect than obedience 
to occupation directives. The Japanese Government will have to 
develop facilities for export controls abroad, and Government officials 
must be armed with extensive knowledge not only of the security 
implications of exports of given commodities to eastern bloe coun- 
tries, but also must be brought abreast of developments in this field 
which other countries have and are taking in cooperation with the 
United States. This applies not only to the policy aspects, however, 
but also to working level techniques, criteria of judgment, and 
methods of dealing with various business interests, “hards hip’”’ cases, 
political-economic pressure groups, and foreign business interests. 
This covers many fields: public information and propaganda; inter- 
agency agreements and cooperation; and intelligence and investiga- 
tive activities. These officials must be introduced to the agencies, 
channels, and means of exchanging information which have evolved 
in this program. They must be made acquainted with what has been 
attempted, accomplished, and discarded in individual countries as 
well as what now is in effect through international voluntary action, 
and how this evolved. 

In short, Japanese agencies and officials must be prepared to enter 
this activity as responsible full participants, prepared to cope with the 
many problems inherent in this complex operation and which pose 
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something much different than simply following a list or adopting a 
policy and expecting automatic compliance by all elements of the 
economic and political community. 


VIII. Export Conrrous IN THE PHILIPPINES 


Export controls in the Philippines are established primarily in 
Executive Order No. 453 in implementation of Republic Act No. 613. 
The rules and regulations covering export and reexportation of 
materials are amplified by lists containing descriptions of (1) arms, 
ammunition, aircraft, vessels, and other war equipment; (2) ferrous 
and nonferrous scrap metal, ingots, and articles convertible into 
scrap; (3) a specific list of imported products and products locally 
produced; and (4) machinery (light and heavy), mechanical, electrical, 
agric ultural, construction, engineering, and transportation equipment 
of all types. As with most lists of this nature, an actual comparison 
of this list against relevant export statistics is necessary. 

There is requirement that in the cases of certain items such as 
locally produced fuel oil, lubricants, petroleum products, ferrous and 
nonferrous ores, pharmaceutical products, empty containers, and air- 
craft and aircraft parts used in air commerce, notice must be given 
at least 5 days before the closing of the export or shipping contract 
to the Export Control Committee (Secretary of Agriculture and 
Natural Resources, Secretary of National Defense, and Administrator 
of Economic Coordination) for determination of the necessity of 
control. Export or reexport of alcohol, cement, commercial aircraft, 
machinery (all categories), small arms, brass, bronze, and copper 
scrap, etc., are subject to extensive screening among which the 
following important facts have to be submitted under oath for this 
screening: source of material, carrier, port of embarkation, port of 
destination, final destination, ete. In the screening of exports, the 
committee is instructed to consider among other things, the following 
factors: (1) needs and requirements of Government corporations 
and/or agencies and private entities; (2) the reputation and bona fides 
of the exporter; (3) reputation of the carrier; (4) the bona fides and 
reputation of consignee; (5) the proximity of the country of destination 
to Communist or Communist-held areas and/or the possibility of 
goods being diverted or resold to such areas. Further in recommending 
the issuance of a permit, the committee may require the filing of 
bond or other such guaranty to insure that the articles exported “will 

reach their intended destination. In addition to this, it is required 
that full information concerning the proposed transaction must be 
published once a week for two consecutive weeks in any newspaper 
of general circulation in the Philippines. If within 2 weeks after the 
publication, no objection is received, the permit is issued. Section 
12 of the Executive order is extremely significant and is directly 
quoted below: 

Sec. 12. Transshipments.—In order to prevent reexportation in the guise of 
transshipments and in the interests of cooperating with other members of the 
United Nations to prevent diversion of strategic materials to Communists, 
Communist-held and/or troubled areas, transshipment of cargoes passing through 
the Philippines shall be allowed by the Bureau of Customs only upon the issuance 
of a clearance by the committee. However, publication need not be required and 
each application for transshipment shall be disposed of by the committee within 
3 days from the filing of the application. In considering transshipments, the 


committee shall look into the genuineness of the transshipment and make sure that 
no dollars emanating from the Philippines have been used therein. 
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Notwithstanding the apparent rigorous control of exports as called 
for by this regulation and perhaps because of the nature of this regu- 
lation, smuggling from the Philippines, particularly of pharmaceu- 
ticals, is alleged to be fairly substantial. One of the major deterrents 
to significant attempted export of prohibited articles and attempted 
transshipment is the fact that the Government of the Philippines up 
to very recently was embarked upon a very restrictive import policy 
This policy so limited the imports of such commodities that spec -ula- 
tion and the enhanced demand in Philippine markets removed a large 
majority of the incentive for even the high-profit ventures of illegal 
exports to Communist-dominated areas. ‘This situation, however, has 
recently been altered, primarily by the new policy of granting import 
licenses freely. Such has been the relaxation of these controls that 
import licenses issued during a short period for certain goods such as 
automobile spare parts have far exceeded normal yearly requirements, 
and the applicants for licenses have not even bothered to pick up 
their import licenses and pay the small fee for these licenses. This 
situation possesses certain dangers of an international nature in- 
directly relating to export controls from the Philippines. Those 
Western European countries and other countries which hold an im- 
port license to be of sufficient guaranty against transshipment could 
possibly issue export licenses on the basis of P hilippine import license 
and the goods upon shipment never arrive in the Philippines. It is 
believed that this situation must be carefully watched, and it is under- 
stood that the United States is at present licensing on the basis of 
reasonable quotas as well as making the necessary end-use checks to 
assure that goods are required and do arrive and are used in the 
Philippines. Since the majority of Philippine imports are from the 
United States, it is believed that adequate safeguards are presently in 
effect. Any unusually high incidence of import licenses from other 
areas should be carefully studied by Philippine authorities in order to 
assure that this new policy which is directed at domestic inflation 
does not become an instrument for evasion of export controls which 
the Philippine Government has demonstrated and has proclaimed to 
be contrary to the security interests of the Philippines and the Western 
World. 


IX. Resutts or INVESTIGATION IN Korea 


An on-the-spot survey was made of the incidence of western-manu- 
factured materials appearing on the war front in Korea in the hands of 
North Korean or Chinese Communists. This survey included an ex- 
amination of the material held in rear areas as well as the relatively 
few captured enemy material dumps at the Korean front. Because of 
the nature of operations at the time of the survey, i. e., a practical 
stalemate without significant military activity, the availability of cap- 
tured supplies and implements was very small. Further it has been 
the custom in Korea to turn over all captured equipment which is at 
all usable to the Republic of Korea (South Korea) Army units almost 
immediately on capture. A great deal of the material is either UN 
arms recaptured from the Chinese or the material which at one time or 
another had been furnished to the Nationalist Chinese and was subse- 
quently taken over by the Communists. Under these limitations it 
was extremely difficult to obse rve directly any significant amount of 
captured material. An analysis of the few samples of war material 
observed which contain western-manufactured components cannot 
warrant the conclusion that a significant amount of western material 
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finds direct war use. Most of the following material descriptions are 
as related by various Army spokesmen, very often from their first-hand 
experience. 

Approximately nine Chinese-manufactured radio sending and re- 
ceiving sets were observed which had been manufactured in the 
Shanghai area and contained United States and Canadian tubes in 
all sets. They also contained wire, so-called Foudrinier wire (glitz 
wire) which is a low-induction wire not manufactured in China but 
which has been observed to have been shipped to China through Hong 
Kong. Also the plastic insulation in these sets was of western origin. 
Some observers recall having captured heavy-duty truck tires of 
Indian manufacture. Footgear of Chinese Communist prisoners 
captured was observed to be of similar manufacture to that which 
was manufactured in Hong Kong and in Western European countries. 
A more extensive survey is now underway to determine place of 
manufacture of such items. Drums for petroleum products of Chinese 
manufacture were also observed in many areas and appeared to have 
had extensive uses for other purposes of containing and transporting 
goods for the Chinese military. No transportation equipment of 
recent manufacture from western sources was possible of identifica- 
tion because of the fact that this equipment is salvaged immediately 
and if in operating condition is placed in service at once. 

According to medical officers almost all medicines captured were 
observed to be of United States or Western European origin. Officers 
interviewed could not state whether the United States medicines were 
of recent manufacture since most lot numbers or other identification 
were not taken from the medicines at the time of capture in order to 
trace back for country of origin and date of manufacture. If such 
had been done, it is highly probable that direct connection between 
shipments of medicines through Hong Kong and their appearance on 
the fighting front might have been established. Medical equipment 
and instruments captured were almost entirely of Western European 
origin or of United States origin (possibly recaptured or of previous 
shipment to China under various aid programs and during the last 
war). 

A great many items of Soviet equipment of all types such as signal, 
quartermaster, ordnance, and transportation material, were observed. 
The major transportation equipment observed was of Russian origin. 
No arms or ammunition observed were of western origin with the 
exception of those obviously recaptured. 

The most striking aspect of the equipment of the Communist forces 
is its very meagerness and inadequacy (by western standards). 
Quartermaster items particularly were primitive and displayed no 
signs of industrial processing which would render such materials 
more useful. 

No major amount of captured stores aside from the food stores 
observed in the ‘‘iron triangle” had been collected, and according to 
officers interviewed, this reflected the fact that the Chinese Com- 
munists were so short of material that greater efforts to conserve that 
available at the front were made than would normally be the case, 
even at the expense of human life. 

By and large, it may be said that if a comprehensive effort had been 
made to tabulate, identify, and compile information on the incidence 
of materials of direct or indirect western origin, a significant number 
of items which are so-called nonstrategic, might appear as having 
fairly direct military use. 













: ExuipiT 1 
No. A. 103. 


IMPORTATION AND EXPORTATION ORDINANCE, 1915 


(Ordinance No. 32 of 1915) 





ORDER BY THE GOVERNOR IN CouNciIL (UNbDER Secrion 4) 





In exercise of the powers conferred by section 4 of the Importation and Expor- 
tation Ordinance, 1915, the Governor in Council hereby makes the following 
Order— 


ORDER 
CITATION 


1. This Order may be cited as the Exportation (Prohibition) (Specified Articles) 
Order, 1951. 
INTERPRETATION 
2. In this Order— 
“Director” means the Director of Commerce and Industry; 
“export licence’? means a licence issued under this Order; 
“specified article’ means any article described in the Schedule to this Order. 


PROHIBITION OF EXPORT OF SPECIFIED ARTICLES EXCEPT UNDER LICENCE 


3. The exportation from the Colony of any specified article except under an 
export licence issued by the Director is prohibited. 


REVOCATION. G. N. A. 176/50. G. N. A. 264/50. G. N. A. 285/50 


4. The Exportation (Prohibition) (Specified Articles) Order, 1950, the Expor- 
tation (Prohibition) (Specified Articles) (No. 2) Order, 1950, the Exportation 
(Prohibition) (Specified Articles) (No. 3) Order, 1950, are hereby revoked. 


COMMENCEMENT 


5. This Order shall come into operation on the 25th day of June 1951. 
ScHEDULE 
dtem Specified articles 
Arms, ammunition, and implements of war, including aircraft and engines, 
Atomic energy materials and equipment. 
Petroleum products. Crude petroleum and refined petroleum products. 
Naphtha, Mineral Spirits, and Solvents. 
Transportation materials: 
(a) Internal combustion engines. 
(b) All motor vehicles (including tractors and motor cycles); trailers; 
and components and spares. 
(c) Rails, locomotives and rolling stock, and parts thereof. 
(d) Ships and floating docks; including important parts. 
(e) Cables suitable for harbour defence or mine sweeping. 
(f) Mine-sweeping equipment. 
(g) Road and aerodrome construction machinery. 
(h) Cranes. 
(i) Nylon rope and parachute cloth. 
(j) Containers suitable for use in storing or transporting petroleum of 
capacity 4 gallons or more. 
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Item 


ScHEDULE—Continued 
Specified Articles 


5. Metals, Minerals and their Manufactures: 


(a) 


(0) 


(c) 


(d) 
(e) 


All classes of iron and steel products (including alloy steels) up to 
and including finished stage and including barbed wire and steel 
wire strand and cable and iron and steel scrap. 

Metals, the following and alloys wholly or mainly thereof including 
ferro-alloys and scrap. Aluminum, antimony, beryllium, bis- 
muth, cadmium, calcium, cobalt, columbium, copper, lead, ger- 
manium, magnesium, molybdenum, nickel, sodium, strontium, 
tantalum, titanium, tungsten, vanadium, zine, zirconium. 

Items in following fields: 

(i) Items used for production of alloy steels. 
(ii) Low melting point alloys. 
(iii) Metals (and their compounds) used in connection with 
petroleum warfare and military pyrotechnics. 
(iv) Special abrasives for lens grinding. 
(v) Compounds constituting potential sources of metals listed 
under 5 (b) above. 
Asbestos and asbestos varn, textiles, and clothing. 
Strategic grades of mica. 


6. Rubber and rubber products: 


(a) 
(b) 
(c) 
(d) 


Natural rubber (including latex and scrap). 

Synthetic rubber. 

Onl and fire resisting rubber hosing and high-pressure hosing. 
Tires and tubes, other than those for pedal cycles. 


7. Chemicals. Chemicals of importance in the production of: 


(a) 
(b) 
(c) 
(d) 
(e) 
(f) 


(9) 
(h) 
(2) 
(7) 
(k) 
(l) 


Chemical warfare preparations. 

Military pyrotechnics. 

Fuels for self-propelling missiles, 

Additives for mineral oils. 

Strategically important plastics. 

Explosives and stabilizers, detonators, initiators and plasticizers for 
explosives. 

Anti-freeze and de-icing preparations. 

Fluids of use in hydraulically operated mechanisms. 

Materials having application in atomic energy. 

Special steels. 

Tyres and other rubber and synthetic rubber products. 

Refrigerants used in tanks and submarines. 


(m) Smoke screens and incendiary preparations. 
. Chemicals for use in exploiting mineral deposits and ores. 
. Catalysts for use in manufacture of nitric acid. 
. Chemical and Petroleum Equipment and Plant: 


(a) 
(b) 
(c) 


For production of poisonous gases. 
For production of chemicals for explosives, propellants, etc. 
Equipment capable of being used for bacteriological warfare purposes. 


(d) Petroleum refinery equipment. 


(e) 


Oil well drilling and exploration equipment. 


. Electronic (Including Radio and Radar) Equipment: 
(a) Radar and other radiolocation equipment. 


(b) 
(c) 


Electronic devices designed or specially suitable for use in warfare. 
Communication equipment including cables. 


(d) Valves and other components specially suitable for use in the above 


(e) 


and machinery for making these valves and components. 
Tissues for use in electrical apparatus. 


(f) Other materials having important applications in electronics. 
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ScHEDULE—Continued 


Item Specified Articles 
12. Precision and Scientific Instruments: 
(a) Laboratory instruments of importance in research in such strategic 
fields as Atomic Energy. 
(b) Precision and Scientific instruments capable of being used in the 
development, production, and testing of military equipment. 
(c) Telescopes, binoculars, and special optical glass. 
13. Other Machinery and Accessories of the following types: 
(a) Metal-working machine tools. 
(b) Specialized types of Rubber Machinery, and specialized machinery 
for making tyre fabric. 
(ce) Diamond tools and industrial diamonds. 
(d) Ball and Roller Bearings. 
(e) Electric Generators and Motors. 
(f) Compressors for wind tunnels. 
(g) Steel Mill Equipment. 
(h) Non-ferrous metal concentrating, refining, alloying, rolling and cast- 
ing equipment. 
(t) Portable hand held power tools. 
(7) Welding machines and equipment (including electrodes). 
(k) Measuring and testing instruments and machines for use in engi- 
neering workshops. 
(2) Important abrasives. 
T. Sorspy, Deputy Clerk of Councils. 
Councit CHAMBER, 19th June, 1951. 


EXPLANATORY NOTE 


Since the outbreak of the Korean war Hong Kong has been controlling the ex- 
port from the Colony of a wide variety of materials by means of a licensing system 
imposed by virtue of Orders made by the Governor in Council under the provisions 
of the Importation and Exportation Ordinance, 1915. 

2. Three such Orders were brought into operation in 1950 and are still in force, 
namely, the Exportation (Prohibition) (Specified Articles) Order, 1950, the 
Exportation (Prohibition) (Specified Articles) (No. 2) Order, 1950, and the 
Exportation (Prohibition) (Specified Articles) (No. 3) Order, 1950. 

3. In compliance with the spirit of the United Nations Resolution on the 
selective embargo of strategic materials to China passed on the 18th May-of this 
year, His Majesty’s Government is establishing control by licence over exports 
to China and to Hong Kong. In cooperation with His Majesty’s Government, 
and in common with all other Colonies, Hong Kong will exercise similar export 
control over an agreed list of strategic materials. 

4. Accordingly, the purpose of this Order is to consolidate and extend to some 
degree, by employing more comprehensive descriptions of specified articles, the 
export controls already being exercised in the Colony under the three Orders 
already mentioned in paragraph 2. This purpose is achieved by the revocation 
of the said three Orders and by combining in the Schedule to this Order, under 
comprehensive descriptions, those materials at present specified in the Schedules 
to the revoked Orders. 

5. In order to assist further in the effective implementation of His Majesty’s 
Government’s intention, it has also been considered necessary to control by 
licence the importation into the Colony of the same materials, the export of 
which, except under licence, is prohibited by this Order. 

6. In order to achieve this purpose the Governor in Council has made a further 
Order termed the Importation (Prohibition) (Specified Articles) Order, 1951, 
which is published separately in this issue of the Gazette, the effect of which is to 

rohibit except under licence the importation of the materials described in the 
bedule thereto, which materials, as previously stated, are the same as those 
eontrolled by this Order. 
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ScHEDULE—Continued 


Item Specified Articles 
5. Metals, Minerals and their Manufactures: 

(a) All classes of iron and steel products (including alloy steels) up to 
and including finished stage and including barbed wire and steel} 
wire strand and cable and iron and steel scrap. 

(b) Metals, the following and alloys wholly or mainly thereof including 
ferro-alloys and scrap. Aluminum, antimony, beryllium, bis- 
muth, cadmium, calcium, cobalt, columbium, copper, lead, ger- 
manium, magnesium, molybdenum, nickel, sodium, strontium, 
tantalum, titanium, tungsten, vanadium, zine, zirconium. 

(c) Items in following fields: 

(i) Items used for production of alloy steels. 
(ii) Low melting point alloys. 
(iii) Metals (and their compounds) used in connection with 
petroleum warfare and military pyrotechnics. 
(iv) Special abrasives for lens grinding. 
(v) Compounds constituting potential sources of metals listed 
under 5 (b) above. 
(d) Asbestos and asbestos yarn, textiles, and clothing. 
(e) Strategic grades of mica. 
6. Rubber and rubber products: 

(a) Natural rubber (including latex and scrap). 

(6) Synthetic rubber. 

(c) Onl and fire resisting rubber hosing and high-pressure hosing. 

(d) Tires and tubes, other than those for pedal cycles. 

7. Chemicals. Chemicals of importance in the production of: 

(a) Chemical warfare preparations. 

(b) Military pyrotechnics. 

(c) Fuels for self-propelling missiles, 

(d) Additives for mineral oils. 

(e) Strategically important plastics. 

(f) Explosives and stabilizers, detonators, initiators and plasticizers for 
explosives. 

(gq) Anti-freeze and de-icing preparations. 

(h) Fluids of use in hydraulically operated mechanisms. 

(?) Materials having application in atomic energy. 

(7) Special steels. 

(k) Tyres and other rubber and synthetic rubber products. 

(1) Refrigerants used in tanks and submarines. 

(m) Smoke screens and incendiary preparations. 

8. Chemicals for use in exploiting mineral deposits and ores. 
9. Catalysts for use in manufacture of nitric acid. 
10. Chemical and Petroleum Equipment and Plant: 

(a) For production of poisonous gases. 

(6) For production of chemicals for explosives, propellants, etc. 

(c) Equipment capable of being used for bacteriological warfare purposes. 

(d) Petroleum refinery equipment. 

(e) Oil well drilling and exploration equipment. 

11. Electronic (Including Radio and Radar) Equipment: 

(a) Radar and other radiolocation equipment. 

(b) Electronic devices designed or specially suitable for use in warfare. 

(c) Communication equipment including cables. 

(d) Valves and other components specially suitable for use in the above 
and machinery for making these valves and components. 

(e) Tissues for use in electrical apparatus. 

(f) Other materials having important applications in electronics. 
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ScnuEepuLe—Continued 


dtem Specified Articles 
12. Precision and Scientific Instruments: 
(a) Laboratory instruments of importance in research in such strategic 
fields as Atomic Energy. 
(b) Precision and Scientific instruments capable of being used in the 
development, production, and testing of military equipment. 
(c) Telescopes, binoculars, and special optical glass. 
13. Other Machinery and Accessories of the following types: 
(a) Metal-working machine tools. 
(b) Specialized types of Rubber Machinery, and specialized machinery 
for making tyre fabric. 
(c) Diamond tools and industrial diamonds. 
(d) Ball and Roller Bearings. 
(e) Electric Generators and Motors. 
(f) Compressors for wind tunnels. 
(g) Steel Mill Equipment. 
(h) Non-ferrous metal concentrating, refining, alloying, rolling and cast- 
ing equipment. 
(t) Portable hand held power tools. 
(7) Welding machines and equipment (including electrodes). 
(k) Measuring and testing instruments and machines for use in engi- 
neering workshops. 
(2) Important abrasives. 
T. Sorsy, Deputy Clerk of Councils. 
Councit CHAMBER, 19th June, 1951. 


EXPLANATORY NOTE 


Since the outbreak of the Korean war Hong Kong has been controlling the ex- 

ort from the Colony of a wide variety of materials by means of a licensing system 

imposed by virtue of Orders made by the Governor in Council under the provisions 
of the Importation and Exportation Ordinance, 1915. 

2. Three such Orders were brought into operation in 1950 and are still in force, 
namely, the Exportation (Prohibition) (Specified Articles) Order, 1950, the 
Exportation (Prohibition) (Specified Articles) (No. 2) Order, 1950, and the 
Exportation (Prohibition) (Specified Articles) (No. 3) Order, 1950. 

3. In compliance with the spirit of the United Nations Resolution on the 
selective embargo of strategic materials to China passed on the 18th May-of this 
year, His Majesty’s Government is establishing control by licence over exports 
to China and to Hong Kong. In cooperation with His Majesty’s Government, 
and in common with all other Colonies, Hong Kong will exercise similar export 
control over an agreed list of strategic materials. 

4. Accordingly, the purpose of this Order is to consolidate and extend to some 
degree, by employing more comprehensive descriptions of specified articles, the 
export controls already being exercised in the Colony under the three Orders 
already mentioned in paragraph 2. This purpose is achieved by the revocation 
of the said three Orders and by combining in the Schedule to this Order, under 
comprehensive descriptions, those materials at present specified in the Schedules 
to the revoked Orders. 

5. In order to assist further in the effective implementation of His Majesty’s 
yovernment’s intention, it has also been considered necessary to control by 
licence the importation into the Colony of the same materials, the export of 
which, except under licence, is prohibited by this Order. 

6. In order to achieve this purpose the Governor in Council has made a further 
Order termed the Importation (Prohibition) (Specified Articles) Order, 1951, 
which is published separately in this issue of the Gazette, the effect of which is to 

rohibit except under licence the importation of the materials described in the 
bedule thereto, which materials, as previously stated, are the same as those 
eontrolled by this Order. 
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O41 EXHIBIT 2 
.@ I. 52. 


DEPARTMENT OF COMMERCE & INDUSTRY, 
Fire Brigade Building, Hong Kong, 195 
ESSENTIAL SUPPLIES CERTIFICATE 
I hereby certify that evidence has been produced to satisfy me that the goods 

specified below are required for use in Hong Kong as set forth hereunder: 

Baal... .. nc nciomets nui dahien &deakicten tea mabetediiusmpiatia dt. tok 

Quantity - - 

NN i asia tk asics get bcosaccelc dk aks Moth oclenpedles Unt Gc o-shsty wsleiad kata ree as cs AV 

DeGOnD ae 08 I nn cp wick ond bh ada Gas baie came 

Name & address of Hong Kong importer_-.....................—— — 

Comtreat ner 2r0) Gn Gs inn cn ibe web daphah cewe pede ude 

Purpose for which required 


Fre—H. K. $5.00. 








For Director of Commerce and Industry, Hong Kong. 
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EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 


EXHIBIT 4 


GENERAL HEADQUARTERS, 
SUPREME COMMANDER FOR THE ALLIED PowERs, 
EcoNoMIC AND SCIENTIFIC SECTION, 
APO 500, 30 January 1961. 
Private Trade Representatives. 
Information Memo No. 28. 
Subject: Bills of Lading for Export Shipments. 


1. Attached as inclosure hereto for vour information and guidance is memo- 
randum for the Ministry of International Trade and Industry from Genera 
Headquarters, Supreme Commander for the Allied Powers, Economie and Scien- 
tific Section, 091.31 (29 Jan 51) ESS/FTC, (TP 51-2) A, 29 January 1951, subject 
as above. 

2. Attention is especially invited to the statement appearing in capital letters 
in paragraph 3b of this attachment. 

3. For your convenience, paragraph 26g of Circular 3, General Headquarters, 
Supreme Commander for the Allied Powers, 3 February 1950 contained in amend- 
ing Circular 1, General Headquarters, Supreme Commander for the Allied Powers, 
8 January 1951 follows: 

With respect to shipments of cargo originating in Japan which are designated 
from time to time as “‘Subject to special provisions of paragraph 26g, Circular 3, 
General Headquarters, Supreme Commander for the Allied Powers, 1950’, which 
designation will appear on the approved export license no carrier thereof, or any 
other person on behalf of any carrier, shall issue a bill of lading which provides 
for delivery of cargo so designated at any foreign port except a port located in 
the country of destination of the ultimate consignee or the intermediate consignee 
named in the approved export license. No carrier shall deliver any such cargo 
in any other country of destination at the request or option of the shipper, con- 
signor, exporter, or purchaser or ultimate consignee or their agents or any other 
person having custody or control of the shipment without the prior written 
authorization of the Supreme Commander for the Allied Powers authorities to 
the carrier or its agent. These regulations shall not be deemed to prohibit a 
carrier from unloading cargo at a port in any other than the intermediate or 
ultimate eountry of destination shown on the approved export license where, by 
reason of an act of God, perils of the sea, damage to the carrier, strikes, war, 
political disturbances, insurrection, or other causes beyond the control of the 
carrier set forth as standard provisions in the carrier’s bill of lading, it is not 
feasible to deliver the cargo at the licensed port of destination provided, however, 
that when, because of the existence of any said causes cargo is unloaded at other 
than the approved port of destination, the carrier will promptly, and not later 
than 10 days from the date of unloading said cargo, report the facts with respect 
thereto to the Supreme Commander for the Allied Powers authorities. The 
carrier shall take all necessary steps to assure that such cargo is placed in custody 
under bond or other guarantee not to enter the commerce of said country or any 
other country other than the country of destination named in the export license. 


R. W. HAs, 
Chief, Foreign Trade and Commerce Division. 


GENERAL HEADQUARTERS, 
SUPREME COMMANDER FOR THE ALLIED POWERS, 
Economic AND ScieNTIFIC SECTION, ; 
APO 6500, 29 January 1951. i 





091.31(29 Jan 51) ESS/FTC, 

(TP 51-2) A. 

Memorandum for: Ministry of International Trade and Industry. 
(Attention: Mr. T. Oda, Acting International Trade Administrator.) 

Subject: Bills of Lading for Export Shipments. 

1. References are: 

a. Memorandum for the Japanese Government from General Headquarters, 
Supreme Commander for the Allied Powers, AG 091.31 (1 Dee 49) ESS/FTC, 
SCAPIN 2059, 1 December 1949, subject: License Free Exports. 

b. Memorandum for the Ministry of International Trade and Industry from 
General Headquarters, Supreme Commander for the Allied Powers, Economic 
and Scientific Section, 091.31 (1 Dee 49) ESS/FTC (TP 49-0001) A, 1 December 
1949, subject: License Free Exports. 


2. Recissions: 


ee 
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a. Memorandum for the Ministry of International Trade and Industry from 
General Headquarters, Supreme Commander for the Allied Powers, Economic 
and Scientific Section, 091.31 (12 Jun 50) ESS/FTC (TP 50-0028) A, 12 June 
1950, subject: Bills of Lading for Export Shipments. 

b. Memorandum for the Ministry of International Trade and Industry from 
‘General Headquarters, Supreme Commander for the Allied Powers, Economic 
and Scientific Section, 091.31 (8 Sep 50) ESS/FTC (TP 50-0033) A, subject: 
Bills of Lading for Export Shipments. 

3. Effective immediately, the Ministry of International Trade and Industry 
will inform shippers, through announcements posted in the main and regional 
offices of the Ministry of International Trade and Industry and by publication 
in such media as the Official Gazette, International Trade and Industry Official 
Bulletin and the International Trade Bulletin, that the following specific informa- 
tion will be required henceforth on all Bills of Lading: 

a. Whenever an export license is required, the following statement will be in- 
cluded by the shipper on all copies of the Bill of Lading: 


Covered by Japanese Export License No. -__----- 
Final destination 


b. Whenever a shipper is granted on approved export license (Form IE 234) 
with a qualificetion on the face of the application reading: 
“License approved subject to following statement appearing on all copies 
of Bill of Lading’’ 
then, in every such case it is required that the statement shown below, in addition 
to the statement required by paragraph 3e, be placed by the shipper on all copies 
of the Bill of Lading: ; 
‘“Merchandise covered hereby is subject to special provisions of subpara- 
graph 26g of SCAP Circular 3 of 1950 as amended by SCAP Circular 1 of 
1951. Shipper certifies these conditions appear in covering L/C.” 
c. Whenever an export license is not required, the following statement will be 
included by the shipper on all copies of the Bill of Lading: 


EXPORT LICENSE NOT REQUIRED 


4. Failure of the shipper to include the appropriate statements outlined in 
paragraphs 3a, b, or ¢ above, will preclude the negotiation of documents by any 
bank. 

For THE CureF, EcoNomIC AND SCIENTIFIC SECTION: 

R. W. Hate, 
Chief, Foreign Trade and Commerce Division. 


Exuisit 5 


GENERAL HEADQUARTERS, 
ScuPREME COMMANDER FOR THE ALLIED Powers, 
Economic AND Screntiric Section, 
APO 500, 13 April 1951. 
Private Trade Representatives. 
Information Memo No. 30. 
Subject: Bills of Lading for Export Shipments. 

1. Private Trade Representatives Information Memo No. 28, dated 30 January 
1951, subject as above, is superseded by this memorandum. 

2. Attached as Inclosure 1 hereto for your information and guidance is memo- 
randum for the Ministry of International Trade and Industry from General Head- 
quarters, Supreme Commander for the Allied Powers, Economic and Scientific 
Section, 091.31 (9 Apr 51) ESS/FTO, (TP 51-4) A, 9 April 1951, subject as above, 
which outlines certain requirements which must be met when export cargo is 
shipped from Japan. 

3. Particular attention is invited to the following regulations outlined in inclo- 
sure 1: 

a. Whenever an application for license to export is filed covering items for 
which the Supreme Commander for the Allied Powers validation of the export 
license is required, the seller must present with his application an undertaking 
by the buyer, his successors or assigns that the merchandise tu be exported will 
be used and consumed in the country of destination stated in the application for 
export. The undertaking by the buyer will be directed to the Supreme Com- 
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mander for the Allied Powers and will accompany the application for export 
license and may be in any one of the following forms: 

(1) An original signed statement by and from the buyers or his duly 
authorized agent stating the country of final consumption and that the goods 
will not be re-exported; 

(2) An original cable from the buyer stating the country of final consump- 
tion and that the goods will not be re-exported; or 

(3) A signed statement submitted by the buyer or supplier which embodies 
an extract from a firm signed order from the buyer wherein the buyer states 
the country of final consumption and thai the goods will not be re-exported 
from such country. 

b. All bills of lading covering any export from Japan must be marked with the 
Japanese export license number and the final destination of the goods or with a 
statement that no export license is required. 

c. Export cargoes which are subject to the provisions of Circular 1, General 
Headquarters, Supreme Commander for the Allied Powers, 1951 (attached as 
inclosure 2), will be designated by the following statement being applied by the 
Supreme Commander for the Allied Powers to applications for license to export: 


“Subject to special provisions of paragraph ate Circular 3, General Head- 
quarters, Supreme Commander for the Allied Powers, 1950. License ap- 
roved subject to following statement appearing on all copies of Bill of 
sading: 

NOTICE TO CARRIERS 


“Delivery of cargo covered hereby to countries other than country of final 
destination is prohibited without express authority of Supreme Commander 
for the Allied Powers.” 


Whenever shipper is granted an approved export license with the above state- 
ments on its face, all Bills of Lading covering shipments made under such license 
must be marked: 


“NOTICE TO CARRIERS 


“Delivery of cargo covered hereby to countries other than country of final 
destination is prohibited without express authority of Supreme Commander 
for the Allied Powers.” 


4. It should be noted that the regulation outlined in subparagraph 3c, above, 
amends previous regulations under Circular 1 in that there is no requirement for 
amendment of letters of credit unless they contain provisions in direct violation 
of the statement which must appear on the Bill of Lading and that the statement 
which must be applied to Bills of Lading is a definite statement without any refer- 
ences which might be confusing to anyone who is required to handle the Bill of 
Lading. 

5. Information concerning items for which export licenses must be validated 
by the Supreme Commander for the Allied Powers may be obtained from the 
Ministry of International Trade and Industry. 

R. W. Hate, 


Chief, Foreign Trade and Commerce Division. 


GENERAL HEADQUARTERS, 
SUPREME COMMANDER FOR THE ALLIED POWERS, 
APO 500, 8 January 1961. 


Circular No. 1. 


Conrrou oF EntrRY AND Exit or INpIvIDUALS, CARGO, AIRCRAFT, AND SURFACE 
VessELs INTO aND From JAPAN 


Paragraph 26, Circular 3, General Headquarters, Supreme Commander for the 
Allied Powers, 1950, is amended by adding the following: 

g. With respect to shipments of cargo originating in Japan which are designated 
from time to time as “‘Subject to special provisions of paragraph 26g, Circular 3, 
General Headquarters, Supreme Commander for the Allied Powers, 1950” which 
designation will appear on the approved export license no carrier thereof, or any 
other person on behalf of any carrier, shall issue a bill of lading which provides for 
delivery of cargo so designated at any foreign port except a port located in the 
country of destination of the ultimate consignee or the intermediate consignee 
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named in the approved export license. No carrier shall deliver any such cargo 
in any other country of destination at the request or option of the shipper, con- 
signor, exporter, or purchaser or ultimate consignee or their agents or any other 

rson having custody or control of the shipment without the prior written author- 

ation of the Supreme Commander for the Allied Powers authorities to the carrier 
or its agent. ese regulations shall not be deemed to prohibit a carrier from 
unloading cargo at a port in any other than the intermediate or ultimate country of 
destination shown on the approved export license where, by reason of an act of 
God, perils of the sea, damage to the carrier, strikes, war, political disturbances, 
insurrection or other causes beyond the control of the carrier set forth as standard 
ee in the carrier’s bill of lading, it is not feasible to deliver the cargo at the 
icensed port of destination provided, however, that when, because of the existence 
of any said causes cargo is unloaded at other than the approved port of destination, 
the carrier will promptly, and not later than 10 days from the date of unloading 
said cargo, report the facts with respect thereto to the Supreme Commander for the 
Allied Powers authorities. The carrier shall take all necessary steps to assure that 
such cargo is placed in custody under bond or other guarantee not to enter the 
commerce of said country or any other country other than the country of destina- 
tion named in the export license. 

h. With respect to vessels arriving in Japanese ports having cargo on board 
manifested for or consigned to Japan (including those instances where Japanese 
ports are listed as one of several optional destinations), the master of the vessel} 
may be required to discharge such cargo before clearance for departure is granted, 
unless such cargo is properly licensed for exit from Japan. 

[AG 680.2 (3 Feb. 50) GA.] 

By command of General MacArthur: 

Dorie O. Hickey, 
Major General, General Staff Corps, Acting Chief of Staff. 

OFFICIAL: 

K. B. Busa, 
Brigadier General, USA, Adjutant General 





GENERAL HEADQUARTERS, 
SuPREME COMMANDER FOR THE ALLIED POowWERs, 
EcoNOMIC AND ScrIEeNTIFIC SECTION, 
APO 500, 9 April 1951. 

091.31 (9 Apr 51) ESS/FTC 
(TP 51-4) 
Memorandum for: Ministry of International Trade and Industry. 

(Attention: Mr. R. Takeuchi, International Trade Administrator.) 
Subject: Bills of Lading for Export Shipments. 

1. References are: 

a. Memorandum for the Japanese Government from General Headquarters, 
Supreme Commander for the Allied Powers, AG 091.31 (1 Dec 49) ESS/FTC, 
SCAPIN 2059, 1 December 1949, subject: License Free Exports; 

b. Memorandum for the Ministry of International Trade and Industry from 
General Headquarters, Supreme Commander for the Allied Powers, Economic 
and Scientific Section, 091.31 (1 Dec 49) ESS/FTC, (TP 49-0001) A, 1 December 
1949, subject: License Free Exports; 

ec. Memorandum for the Ministry of International Trade and Industry from 
General Headquarters, Supreme Commander for the Allied Powers, Economic 
and Scientific Section, 091.31 (10 Jul 50) ESS/FTC, (TP 50-0031) A, 10 July 
1950, subject: License Free Exports; 

d. Memorandum for the Ministry of International Trade and Industry from 
General Headquarters, Supreme Commander for the Allied Powers Economic 
and Scientific Section, 091.31 (19 Dee 50) ESS/FTC, (TP 50-0044) A, 19 Decem- 
ber 1950, subject: Amendment to Cabinet Order Concerning Control of Export 
Trade (Japanese Government Export List); and 

e. Memorandum from the Foreign Exchange Control Board to General W. F. 
Marquat, Chief, Economic and Scientific Section, General Headquarters, Supreme 
Commander for the Allied Powers, FECB/FT No. 97, 28 March 1951, subject: 
Modification of Restriction on Diversion of Export Shipment. 

2. Rescission is memorandum for the Ministry of International Trade and 
Industry from General Headquarters, Supreme Commander for the Allied Powers, 














128 EXPORT CONTROLS AND POLICIES IN EAST-WEST TRADE 


Economie and Scientific Section, 091.31 (29 Jan. 51) ESS/FTC, (TP 51-2) A, 29 
January 1951, subject: Bills of Lading for Export Shipments. 

3. Effective immediately, the Ministry of International Trade and Industry 
will inform Shippers, through announcements posted in the main and regional 
offices of the Ministry of International Trade and Industry and by publication in 
such media as the Official Gazette, International Trade and Industry Official 
Bulletin, and the International Trade Bulletin, the following: 

a. Whenever validation of export licenses by the Supreme Commander for the 
Allied Powers is required, the Seller will present with the application for export 
license an undertaking by the Buyer, his successors or assigns that the merchandise 
to be exported will be used and consumed in the country of destination stated in 
the application for export; and 

b. The following specific information will be required henceforth on all Bills of 
Lading: 

(1) Whenever an export license is required, the following statement will 
be included by the Shipper on all copies of the Bill of Lading: 
Covered by Japanese export license No 
Pr EUIRR CHOU ORIRONDS oi a sii ic de bien oi catia nsec Aland wei oi et A edie Da sal > 
(2) Whenever a Shipper is granted an approved export license (Form 
IE 234) with a qualification on the face of the application reading: 

“Subject to special provisions of paragraph 26g, Circular 3, General 
Headquarters, Supreme Commander for the Allied Powers, 1950. 
License approved subject to following statement appearing on all copies 
of Bill of Lading”’ 

then, in every such case it is required that the statement shown below, in 
addition to the statement required by paragraph 3b (1), be placed by the 
Shipper on all copies of the Bill of Lading: 


“NOTICE TO CARRIERS 


‘‘Delivery of cargo covered hereby to countries other than country of final 
destination is prohibited without express authority of Supreme Commander 
for the Allied Powers.” 

(3) Whenever an export license is not required, the following statement 
will be included by the Shipper on all copies of the Bill of Lading: 


EXPORT LICENSE NOT REQUIRED 


4, Failure of the Shipper to include the appropriate statements on Bills of 
Lading outlined in paragraphs 3b, above, will preclude release of cargo by the 
Customs. 

For THe CuHier, EcoNomMiIc AND SCIENTIFIC SECTION: 

R. W. Hate, 
Chief, Foreign Trade and Commerce Division. 
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EMBAJADA DE PANAMA, 
Washington, D. C., July 25, 1951. 
Hon. Hersert R. O’Conor, 
Senator from Maryland, Washington, D. C. 

Dear SenaToR O’Conor: I beg to refer to a statement issued by you which I 
read in the July 22, 1951, edition of the Sunday Star published in this city, relating 
to some vessels flying the Panamanian flag which you charged are carrying strategic 
cargo to Communist ports. 

The above-mentioned statement issued by you to the press may convey the 
impression that no action has been undertaken by my Government to prevent the 
irregularities you pointed out. Therefore, I would like to bring to your kind 
attention the enclosed memorandum which states the measures that the Govern- 
ment of Panama has taken to prevent ships of Panama registry from carrying 
strategic cargo to Communist ports, while a general Decree is being drafted. 
The memorandum also cites specific cases where the Panama registry has been 
eancelled and other vessels had been ordered to unload their cargo before being 
allowed to proceed. 

I avail myself of this opportunity to assure you, Sir, that the Republic of 
Panama, a democratic nation by tradition, and a member of the United Nations, 
is making every effort to cooperate with our common cause. 

Accept, Sir, the assurances of my highest consideration. 

Anita Ramirnez-Dvuqvue, 
Chargé d’ Affatres a. 7. 


MEMORANDUM 


(1) The Republic of Panama has asked its consular representatives all over 
the world to pick up the registry papers of any ship destined for China and North 
Korean ports 

(2) To infurm the captains that this is done to verify registry with the Govern- 
ment of Panama and report circumstances to the Foreign Office. 

(3) The Panama Foreign Office will authorize return of papers if ship unloads 
the cargo destined for red ports. 

(4) If they refuse to do it the Panama Foreign Office will cancel registry. 

Names of ships that have had their registry canceled or have been ordered to 
unload their cargo: 

Steamship Montesa: At Hamburg with cargo for Communist China was stopped 
at Hamburg, and the Panama Government ordered that the cargo be unloaded 
or the registry will be canceled. Ship is still at Hamburg. 

Steamship Marion: Stopped at Calcutta and the Panama Government ordered 
registry canceled. Owners offered to unload cargo and the Government of 
Panama is willing to return papers if cargo is unloaded. 

Steamship Alina: Stopped at Karachi. Registry canceled by the Panama 
Government. Sailed without papers but was ordered back to port and is sitting 
there at Karachi. 

Steamship Morela: Stopped at Karachi and is being held there. The Panama 
Government ordered cargo unloaded or registry would be canceled. 

Steamship Heather: Stopped at Calcutta. Panama Government ordered cargo 
unloaded or registry canceled. 

Steamship Marion: Stopped at Hong Kong. Registry canceled. 

The Panama Consul General at Hong Kong has been relieved of his duties for re- 
portedly being involved in the move of Panama ships to Communist China. 

Individual cases are reported to the Government of Panama by consular 
officers representing Panama. The Panama Government is now working on a 
General Decree which will cover all the important issues. 7 


Wasuinoton, D. C., July 26, 1961. 
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EMBAJADA DE PANAMA, 
Washington, D. C., September 6, 1951. 


“+ 


Hon. Hersert R. O’Conor, 
Senator from Maryland, Washington, D. C. 


Deak Str: In addition to my note of August 31, 1951, I have the pleasure to 
send you herewith a copy of the English version of Decree No. 631 of August 18, 
1951, relating to the new dispositions which regulate the activities of the merchant 
marine of Panama. 

With assurances of my highest consideration, I am, 

Respectfully yours, 
ANITA Ramirez Duque, 
Chargé d’ Affaires a. i. 


TC No. 40981 
R-XV/R-I 


Spanish 


DecrEE No. 631, Aucust 18, 1951, PRovipING ror THE ADOPTION OF MEASURES 
RELATING TO MARITIME COMMERCE WirH Ports or AGGRESSOR GOVERN- 
MENTS AND THE TRANSPORTATION OF WAR MATERIAL TO CERTAIN PorTS AND 
GEOGRAPHICAL AREAS 


Whereas in view of the aggression of Communist China against the Republic 
of Korea, the United Nations adopted a resolution, dated May 18, 1951, on 
embargo of war material bound for areas under the control of the authorities of 
the People’s Republic of China and of the authorities of North Korea; 

The said resolution calls for a determination of the articles to be considered as 
war materials and for the adoption of the measures necessary for their control 
and exportation; 

Through its permanent representative to the United Nations, the Government 
of Panama cast an affirmative vote for that resolution; 

The presence of vessels flving the Panamanian flag in areas under the juris- 
diction of the Republic of North Korea and of the People’s Republic of China is 
justified neither on the basis of national needs nor the international commitments 
of Panama; 

Maritime transportation in Panamanian vessels in ports near the said areas 
could give rise to violations of the United Nations resolution: 

In accordance with the provisions of Article 1 of Law 54 of 1926, the Govern- 
ment of Panama has the duty of preventing vessels of its registry from carrying 
on illicit trade in any form whatever, and illicit trade should be understood as tha 
which is carried on in violation of the international commitments of the Republic; 

The direction of international relations is a constitutional duty of the President 
of the Republic, which constitutional duty should be understood to inelude con- 
sideration and study of all matters affecting the cordial and friendly relations of 
the Republic with the nations with which it has ties, contracted under international 
agreements, of mutual interest in the defense of democratic principles; and 

The Government of Panama deems it its unavoidable duty to cooperate by all 
means within its power in combatting aggression and hastening the advent of 
international peace: 

lhe PRESIDENT OF THE ReEpuBuic In exercise of his legal powers, Decrees: 

ARTICLE 1. Vessels of the national merchant marine are hereby prohibited 
from putting in at any ports that are under the authority or control of the Govern- 
ment of North Korea or of the Government of the People’s Republic of China, 
or from anchoring in waters near the said ports to unload or transship goods of 
any kind. 

Art. 2. Vessels of the national merchant marine shall be prohibited from trans- 
porting war material to the ports of Hong Kong or Macao; to the maritime areas 
adjacent thereto; to any ports or coasts in Asia that are under the authority or 
control of Soviet governments; and to the maritime areas adjacent to the said 
ports or shores; and also to any port or area with respect to which there are grounds 
for suspecting that the war material will be transferred there to vessels that will 
transport such material to ports and area which Panamanian vessels may not 
enter in view of the prohibitions herein contained. 

Art. 3. National vessels which put in at ports under the authority or control 
of the governments mentioned in Article 1, or which anchor in waters near them, 
or which transport war material to the ports and areas stipulated in Article 2 
shall lose their status of vessels registered under the Panamanian flag, and, 
upon proof of the violation, their registry shall immediately be canceled. 
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Arr. 4. Any Panamanian vessel that arrives in a foreign port carrying war 
material falling within the prohibited categories specified in Articles 2 and 6 of 
this Decree shall be required by the Consul to unload it immediately and shall 
not be given clearance until it has done so. 

If such a vessel sails without the permission of the Consul, its registry shall 
immediately be canceled in accordance with Article 3. 

Art. 5. A new registry shall not be authorized for any vessel whose registration 
has been canceled for violation of the provisions of this Decree. 

Nor shall registry be authorized for any vessel whose registry has been canceled 
by any member State of the United Nations for reasons similar to those set forth 
herein. 

Art. 6. The Panamanian consular officers are hereby charged with immediate 
compliance with the provisions of the foregoing articles and with giving the 
captain of any offending vessel notice of cancellation of its registry. Further- 
more, in each case that occurs, they shall at once inform the Ministry of Finance 
and Treasury by cable and report to the authorities of the place where their 
duties are performed. 

Art. 7. When the vessel referred to in the preceding article puts in at a port 
in which a Panamanian Consul is not stationed, the Consui nearest the said port 
shall apply to the Consul of a friendly nation residing in the port at which the 
vessel put in and shall request him to take the same measures and to inform him 
of the result thereof for the purposes of the measures and sanctions which are 
proper under this Decree. 

Art. 8. For the purposes of this Decree, the following shall be considered war 
material. 

Rifles, carbines, revolvers, pistols, machine guns (.22 caliber and over); tubes, 
gun mounts, breech mechanisms, and spare parts therefor. 


ARTILLERY AND PROJECTORS 


Guns, howitzers, mortars, rocket throwers (of all calibers), flame throwers, 
smoke and gas projectors and the like; tubes, gun mounts, and spare parts therefor. 


AMMUNITION 


Ammunition of .22 caliber or over for the weapons listed in the two foregoing 
groups; cartridge pouches, powder flasks, bullets, envelopes, cores, cartridges 
(except for shotguns); projectiles in general, rifles, cartridge caps, primers, and 
other devices for the detonation of this ammunition. 


BOMBS, TORPEDOES, AND ROCKETS 


Bombs, torpedoes, shells, rockets, mines, guided missiles, depth charges and 
parts thereof; detector equipment and devices for the handling, control, unloading, 
and detonation of this material. 


FIRE-CONTROL AND DETECTOR EQUIPMENT 


Fire-control equipment; range, position, and altitude indicators; locator instru- 
ments, guide devices (gyroscopic, optic, acoustic, atmospheric, or blinkers) ; bomb 
and gun sights and periscopes for the weapons, ammunition, and war material 
specified in this Decree. 

TANKS AND VEHICLES 

Tanks, armed or armored vehicles, armored trains, artillery trucks for the repair 
of small arms; military runways; tank-rescue and tank-destroyer vehicles; armor 
plate, turrets, tank engines, wheels, and other spare parts therefor. 


POISONOUS GASES AND TOXIC AGENTS 


All toxic and lethal gases and other agents used for military purposes; military 
equipment for their dissemination and for protection against them. 


PROPELLING CHARGES AND EXPLOSIVES 


Propelling charges for the articles listed in groups III, IV, VII; high-power 
military explosives. 
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WARSHIPS 


Warships of all kinds, including amphibians, landing craft, auxiliary craft, 
transports, patrol boats, armor plate and turrets therefor; submarine batteries 
and nets; mine-laying, mine-location, and mine-detonation equipment. 


AVIATION 


Aircraft; components and spare parts and accessories therefor. 


MISCELLANEOUS EQUIPMENT 


(a) Military radar equipment, including components, countermeasure and 
interference equipment. 

(b) Equipment for stereoscopic mapping and photograph interpretation. 

(c) Military theodolites, range-finding apparatus, and Doeppler equipment 

(d) Military ballistic cameras of very high speed. 

(e) Military radiosondes. 

(f) Military equipment for the elimination of interference. 

(g) Military devices for electronic computation. 

(h) Miniature and subminiature vacuum tubes for military use and photo- 
transmitting tubes. 

(7) Armor plate. 

(j) Steel helmets. 

(k) Military pyrotechnic equipment. 

(l) Synthetic training equipment for military units. 

(m) Ultrasonic generators. 

(n) All other material which, when used in war, may affect security from the 
military standpoint. 

Paragraph 1. For the purposes of the present Decree, raw materials necessary 
for the manufacture, preparation, assembling, packing, and wrapping of the items 
listed in this article shall also be considered war material. All materials used as 
accessories thereto shall likewise be considered war material. 

Paragraph 2. The Minister of Finance and Treasury is hereby authorized to 
add to the war materials specified in the foregoing paragraph any which in his 
judgment have the same character. 

Arr. 9. The exportation and reexportation of war material to areas other than 
those specified in Articles 1 and 2 of this Decree may be permitted by the authori- 
ties of the Ministry of Finance and Treasury upon presentation of an import 
certificate or permit issued by the authorities of the country of destination of the 
goods, duly authenticated by the Panamanian Consular Officer. Such import 
certificate shall contain the official guarantee that the said material will not be 
reshipped to ports in the prohibited areas, or that they will not be used for the 
manufacture of war material intended for the said prohibited areas. 

Art. 10. The Ministry of Finance and Treasury is hereby authorized to issue certifi- 
cations, import permits, or any other document necessary to receive war material, 
in accordance with the requirements of the authorities of the country of origin. 

He is further authorized to issue the documents guaranteeing that such material 
will be used or consumed in the Republic of Panama, and that it will not be 
reshipped to the prohibited areas specified herein. 

Art. 11. Violations committed in connection with the importation, exporta- 
tion, reexportation, and transit of the goods referred to herein shall be penalized 
by the customs authorities in accordance with Article 5 of Law 80 of 1934. 

Let this be communicated and carried out. 

Done at the city of Panama this 18th day of August, 1951. 

(S¢d.) ALcrBIADES AROSEMENA. 
(Sgd.) Gauriso Souris, 
Minister of Finance and Treasury. 

Certified and authentic copy of the original. 

PANAMA, August 22, 1951. 

(Sgd.) Luis C. AGurrre, 
Assistant Chief of Section 1, Minisiry of Finance and Treasury. 

[Stamp seal of the Republic of Panamé.] 

{Authentication of the signature of Luis C. Aguirre.]} 

{Authentication of signature of Stanley Shaw de la Ossa by American Consul 
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